The Canadian 


hartered 17~\ccountant 


@ Management Accounting in the United States 
By Lloyd O. Morley 


@ Professional Accountancy 
By Kenneth F. Byrd 


@ Formal Education and Internal Auditing 
By S. G. Hennessey 


@ Postponing Taxation by Incorporating a Business 
By W. G. Leonard 


THE TAX REVIEW 


50c A COPY 





You'll get faster 

results . . . with 

less effort . . . by 

using the superbly quiet new 


Underwood Sundstrand Adding- 
Figuring Machine. 


New, advanced design, plus the 
famous Underwood Sundstrand 
10-key Touch Method Keyboard, 
brings you these important advan- 
tages: 


@ greater cycle speed... 
approximately 20 % 
faster 


new Multi-Flex Bar, 
for all calculations 


multiplications made 
easier and faster 


easier correction of 
errors with new electric 
correction key 


Phone today for a Ten Day Free 
Trial in your office. 


improved 
Underwood 
Sundstrand 


ADDING-FIGURING MACHINE 
MAKES FIGURE-FACTS 


roll with 
multi-flex 
control 


@ faster @ easier to operate 
@ quieter @ simpler to multiply 


ADDING MACHINE DIVISION 


Underwood Limited 


Head Office: 
135 Victoria St., Toronto | 


BRANCHES IN ALL 
PRINCIPAL CANADIAN CITIES 








THE CANADIAN CHARTERED ACCOUNTANT 


simplify YOUR BUSINESS 


FIGURE WORK 


automatically 


ON THE 


DeLee 
OF CANADIAN BUSINESS 


Even routine office figure work—payroll calculations, invoic- 
ing, inventory, costing—all are done with fewer operator 
decisions by the Friden Automatic Calculator. Friden’s 
exclusive features contribute to substantial savings in human 
time. And anyone can operate the Friden—its superior 
performance requires no trained operator ! 


aan ee One demonstration can prove 
Friden’s time-saving, cost- 


FRIDEN CALCULATOR shaving superior perform- 
CAN DO FOR Lge ance. Write us or telephone 


— Friden will do the rest! 


Joseph McDowell Sales Ltd. 


Canadian Distributors 


992 BAY STREET TORONTO 
30 OFFICES ACROSS CANADA SELL AND SERVICE FRIDEN CALCULATORS 
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with Burroughs Sensimatic 


mechanized accounting 





‘ 
Time and again a Burroughs Sensimatic has made it bination of accounting procedures required. You 
possible for an operator to triple the volume and _— switch from job to job with just a turn of the selector \ 
variety of accounting work ordinarily done. Record knob! If you change your system, just change the \ 
keeping of each phase of a firm’s business is mech- sensing panels—no/ the machine! It’s as simple as that. 
anized . . . many repeat entries are automatically ss Bea aes ‘ a See : ie naa , 
. . It’s so easy to apply the Sensimatic to your accounting 
handled entirely by the machine. ; ei 
oe work . . . to completely mechanize bookkeeping \ 
A Burroughs Sensimatic can do any accounting job. operations. Let’s talk about your particular require: ‘ 
In fact, many smaller business firms do all of their ments. Call your nearest Burroughs branch, listed 1 
accounting on a single Sensimatic. That’s because the yellow pages of your telephone directory. 0: 
each of the exclusive Sensimatic sensing panels is write Burroughs Adding Machine of Canada| 
designed to guide the machine through any com- Limited, Windsor, Ontario. 
t 








ACCOUNTS RECEIVABLE + ACCOUNTS PAYABLE 
COST RECORDS + INVENTORY CONTROL «+ PAYROLL 
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handles all these 


Burroughs ensimati 


Accounting Machines 


Wherever there’s business there’s 
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You keep girls happy on the job... 
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Hone, Tin. Briggs, 


is the answer to your 
girl-power problem! 


The Underwood Sundstrand 
Model E Accounting Machine 


(v) 









OFFERS SO MUCH ! 


Any size business organization can profit- 
ably use the Model E because it posts such a 


d. Yor You keep accounting work up-to-date... cad ae ie ec cla 
selector when you put the all-purpose low-cost Under- pond oe a “ “pe - ae 
nge the wood Sundstrand Model E Accounting Ma- ‘Suaneous gure work. 
as that chine to work! Whether your Company is large or small. 
ounting 0 wesiinical brain Goce meat of the Underwood has just the right accounting 
keeping work .. . directs all the automatic operations. machine for every purpose . . . for every purse. 
psa in Speeds output! Minimizes errors! Saves time, Before you buy any accounting machine, 
isted i money, and effort. see the Model E in action on your own 
ry. O . J 2 i é 7 on the jo 
ale A cinch to operate...ask anyone who work ...and keep girls happy job. 
uses the Model E! For the famous touch- Ask an Underwood Accounting Machine 
operated Sundstrand 10-key keyboard gives representative to arrange for your demonstra- 
that much-wanted relief from fatigue! tion ... without obligation. 
— 
eeeeeeeeeee @ 
Underwood Limited 
135 Victoria St., Toronto, Ont. 
} Please send me literature, further describing 
your new Underwood Sundstrand Model E 
Accounting Machine. 
me Underwood 
Sundstrand Name a a eee 
e000 
Accounting Machine Division oo 0 Titl 
i ee°o — —- - 
; ‘ a Co) 
; Underwood Limited risa asisa Company 
Head Office: 135 Victoria St. Address Sat 
Toronto 1, Ontario 
City i Fe adecsliehdiels 
B hes i inci iti 
RS 1 ranches in all principal cities Bettie me 
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WILL PURCHASE PRACTICE 
Established firm of chartered account- 
ants will purchase a practice in South- 
ern Ontario or consolidate with prac- 
titioner anticipating retirement. Replies 
confidential. Box 395, The Canadian 
Chartered Accountant, 69 Bloor St. E., 
Toronto 5, Ont. 






PRACTICE WANTED 


Chartered accountant with wide pro- 
fessional and commercial experience 
wishes to purchase accounting practice 
preferably in Ontario. Would consider 
partnership or succession agreement. 
Box 402, The Canadian Chartered 
Accountant, 69 Bloor St. E., Toronto 5, 
Ont. 


A VENDRE 

Clientele — Mobilier, etc. — Bureau 
établi depuis 10 ans, situé aux environs 
de Montréal. 

Cause: Maladie 

Casier Postal 404, The Canadian 
Chartered Accountant, 69 Bloor St. E., 
Toronto 5, Ont. 


CLIENTELE OU EMPLOI 
C.A., bilingue, vaste experience d’impot 
désire acheter clientéle ou recherche 
perspective de devenir associé. Casier 
postal 400, The Canadian Chartered 
Accountant, 69 Bloor St. E., Toronto 
5, Ont. 


POSITION WANTED 


Ambitious chartered accountant, age 
33, presently in public practice, desires 
position with practising chartered ac- 
countant with a view to partnership or 
succession of practice. Box 396, The 
Canadian Chartered Accountant, 69 
Bloor St. E., Toronto 5, Ont. 


POSITION WANTED 
Young chartered accountant with 
varied auditing experience desires po- 
sition with industrial firm. Box 399, 
The Canadian Chartered Accountant, 
69 Bloor St. E., Toronto 5, Ont. 
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SWEETNESS 
and 
LIGHT 


















By Jay Vee 






A Narrow Escape 






HERE used to be a song about Tor 

onto which began “T is for the 
terrific traffic troubles’, but it isn’t pop- 
ular any more. True, when its subway 
first into operation under the 
main street there were many doubting 
Thomases. One midtown dry-cleaner 
was skeptical enough to put a sign in 
his window which told the passerby: 
“You take the high road and I'll take 
the low road and I'll be at Queen Street 
before you —- MAYBE”. And a fair 
number of male passengers during the 
first few days supplied themselves with 
stop watches which they pulled out and 
studied intently each time the train came 
to a station. But in spite of their as- 
sured predictions it soon became appar- 
ent that there really was going to be a 
marked improvement in Toronto's trans- 
portation services. 









went 


















Now this turn of events put Toron- 
tonians in a very embarrassing situation. 
You see, for years much of their casual 
conversation and many of their forms 
of greeting had revolved around com- 
plaints about the Toronto Transportation 
Commission and_ its was 
almost a trademark. They say that it ts 
easy to spot a Calgarian keeping a date 
with a friend by the way be breezes up, 
claps his hand on his _pal’s shoulder, 
and bellows “Hiya!” On the other 
hand, a Montrealer is distinguishable 
by his sophisticated little nod and clear- 
ly pronounced “Good evening, John”. 










services. It 
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Sweetness and Light 





But for the true native of Toronto it 
was always de rigueur to race up about 
10 minutes after the appointed hour 
and wearing a scowl of righteous in- 
dignation, splutter “That darn 
car!” into the face of his waiting com- 
rapid transit 


street- 


panion. And now, alas, 
was to deprive him of his traditional 
excuse. 

like vein, office workers going up 
on the same elevator used to compare 
notes as to whether one car-line was 
worse than another, and thus new 
friendships were formed. Sometimes 
two complete strangers, annoyed by a 
long cold wait at a_ bus stop, would 
voice their disgust to cach other and 
soon be engaged in lively chatter. But 
now with buses pulling up on time in 
front of indoor stations, there was noth- 
ing to say. Surely the outlook was 


bleak, 


back on. 


and nary a cheering gripe to fall 


The loyal citizens of the Queen City, 
however, soon saw the need and rallied 
to the cause. Gripes just had to be found 
and found they were. Here and there 
at first, then swelling in size through let- 
ters to the papers, and finally given re- 
cognition by City Council, they offered 
satisfaction to even the most fastidious 
critic. Here are a 
which we overheard recently: 


couple of samples 

“What, me walk up and down all 
those stairs? When they first started 
that subway they told us we would just 
step from the bus to the train, and they 
didn't keep their promise.” (It does 
scem that the escalators are always run- 
ning the opposite direction from the way 
we are going, we must admit.) 

“That pit is awfully dangerous for 
children. Id be afraid my two would 
fall in if the platform got crowded.” 
(Here again we have to agree that an 
appalling number of boys between 8 
and 80 do hang over the edge to watch 
the train emerge from the tunnel. The 





SMALL ACCOUNTS, 

OPENING WANTED 
C.A., age 47, with 20 years accounting 
and executive experience, seeks to 
join C.A., firm in larger, growing field. 
Has developed lower-cost, semi-mech- 
anized systems for small and medium 
accounts. Ready to dispose of limited, 
small town practice. Can provide 
some equipment and one operator. 
Box 397, The Canadian Chartered Ac- 
countant, 69 Bloor St. E., Toronto 5, 
Ont. 


PRACTICE WANTED 
C.A., in early thirties, considerable tax 
experience, wishes to acquire practice 
in Winnipeg. Partnership or agree- 
ment for succession considered. Box 
406, The Canadian Chartered Account- 
ant, 69 Bloor St. E., Toronto 5, Ont. 


CHARTERED ACCOUNTANT 
WANTED 

To join St. John’s, Newfoundland office 
of large firm of chartered accountants. 
If interested reply in writing, stating 
age, experience, salary required and 
availability to Box 403, The Canadian 
Chartered Accountant, 69 Bloor St. E., 
Toronto 5, Ont. 


INTERNAL AUDITOR 

An expanding retail chain with head 
office in Toronto requires a C.A. under 
30 years of age for position of internal 
auditor and head office assistant. This 
is a newly created appointment and 
should present good opportunities for 
advancement. Applications, which will 
be held in strict confidence, should de- 
scribe personal particulars, professional 
experience, salary required, and be ad- 
dressed to Box 408, The Canadian 
Chartered Accountant, 69 Bloor St. E., 
Toronto 5, Ont. 








POSITION WANTED 
B. Com., C.A., age 32, desires position 
in industry leading to executive position 
or with C.A. firm with opportunity of 
earning a partnership. Box 405, The 
Canadian Chartered Accountant, 69 
Bloor St. E., Toronto 5, Ont. 








STUDENT WANTED 
Chartered accountant’s office in Niag- 
ara Peninsula requires a third or fourth 
year student. Diversified experience, 
good remuneration. Box 401, The 
Canadian Chartered Accountant, 69 
Bloor St. E., Toronto 5, Ont. 


INTERMEDIATE STUDENTS 
Wanted by a rapidly expanding firm in 
South-Western Ontario. Can _ offer 
training in retail, industrial, municipal 
accounting, etc. plus the opportunity to 
grow with a growing business in an 
industrial community. Write giving 
full particulars and salary expected to 
Box 407, The Canadian Chartered Ac- 
countant, 69 Bloor St. E., Toronto 5, 
Ont. 
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Sweetness and Light 


first tilts his head just slightly, the 
second leans over beyond him, the third 
has to bend at an angle of 90°. Any day 
now we expect to see a lad stretched 
out horizontally across the pit while his 
chums hold on to his ankles.) 

The other complaints, concerning nar- 
row exits, greater walking distances, 
etc., have been equally well supported 
and are now woven into the fabric of 
Toronto conversation. So the gap has 
been filled and you will be glad to 
know, dear reader, that today the citi- 
zenry faces the future with confidence, 
safe in the knowledge that it still has 
something to chew about after all. 
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NEW LUCKETT ITEMS!! 
wee ——— EZ CLIP BINDERS 
& BOARDS 


The Luckett Loose Leaf, Limited, 
introduces a new “multi-use” line of 
binders and boards with the ingen- 
ious, easy-to-use EZ (EASY) CLIPS. 
EZ CLIP BINDERS 
Flexible Lexide in any of four colours. Boxed 
in twenties. Press board style in black or 
green boxed in twenties. Sheet sizes from 
11” by 8%” to 14” by 8%”. 
EZ CLIP BOARDS 


Brown tempered masonite — clip at top... 
punched for hanging. Flat for stacking .. . 
memo to legal sizes. 


THE 


LUCKETT LOOSE 
LEAF, LIMITED 


11 CHARLOTTE STREET, TORONTO 


Montreal - Winnipeg - Vancouver 


Makers of the famous SrertinG "GET IT FROM YOUR STATIONER" 


Ling — 



























QUAIN, BELL & GILLIES 
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Barristers and Solicitors 


25 King Street West - : . - Toronto 1, Ont. 





ALAN DIGNAN, Q.C. 
Barrister and Solicitor 


Bloor Street & St. Clarens Avenue . - Toronto 4, Ont. 





H. MEYER GOODMAN & WOLFE D. GOODMAN 
Barristers and Solicitors 


88 Richmond Street West - - - Toronto 1, Ont. 
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Barristers and Solicitors 


Royal Bank Building - z - - Montreal 1. Que. 
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PHILLIPS, BLOOMFIELD, VINEBERG & GOODMAN 
Barristers and Solicitors 
464 St. John Street - - : - Montreal 1, Que. } 
i 
STIKEMAN & ELLIOTT | 
Barristers and Solicitors 

505 Bank of Canada Building - - Montreal 1, Que. 

McDONALD, JOYAL, FOGARTY & MILLS 


Barristers and Solicitors 


53 Queen Street - - - - - Ottawa, Ont. 






Dominion and Provincial 


Government Bonds 






Municipal Bonds 
Public Utility 


and 







Industrial Financing 


Orders accepted for execution on all stock exchanges 


Dominion SECURITIES 
CORPN. LIMITED 


Established 1901 
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} a caine ox aaa ox aan 
f Per 100 4.00 ed data. Grand & Toy now has com- 
= plete facilities to produce: 
| e HOT SPOT CARBON on _ cheques, 
statements, machine billing forms, 
etc. 
i The Canadian Institute ® SNAP CARBON BILLING SETS 
e INTERLEAVED CARBON SETS 
of Chartered Accountants Let us demonstrate how carbon saves 
clerical time— 
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Barristers and Solicitors 
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Barristers and Solicitors 
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Barristers and Solicitors 


Bank of Canada Building : : Montreal 1, Que. 





LEMAY & ROSS 


Barristers and Solicitors 
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Help... When Wanted 


A short while ago a member of our firm received a letter from a friend of his asking 
for an appointment on a certain day to have a chat about the estate of his mother 
who had died recently. The friend was a teacher at one of the Canadian colleges and 
dealt with subjects w hich did not put him in close contact with business. 

The teacher was just passing through Toronto . . . the next day he was to meet his 
brother who also was an executor and a beneficiary. There were quite large holdings of 
securities in the estate. and the teacher said that neither he nor his brother knew very 
much about these matters, that they would be needing help and wondered if we would 
mind if theycalled on us. Our partner wanted to know what kind of help he had in mind. 

He said, “I don’t exactly know: neither of us knows too much about securities . . . 
and neither of us has ever been an executor of an estate before.” 

Naturally we were willing to do everything we could and suggested that we might 
be helpful along these lines . . . 

First, to provide a valuation of the securities in the estate as of the date of death. 
This valuation could be used for probate purposes. Second. when it should become 
necessary to raise money for succession duty purposes. we felt we could help in advising 
just what should be sold to provide cash, and what should be kept to fit in soundly with 
the diverse requirements of the beneficiaries. Third. because of our familiarity with 
security transfers we could tell them exactly the documents which each transfer agent 
would require in order to effect change of ownership on registered securities. Fourth, 
we could sell the securities to raise the necessary cash. 

This direct. simple statement of what we could do seemed to clear the air and make 
our teacher feel better. 

Well. that is just about the way it worked out. too. We did all the things we offered 
to do in exactly the steps outlined above. A good part of it to us was simple . . . routine 
things we are doing every day. But. when it came to advising what to sell, and what 
to ke ‘ep... that was not routine. One beneficiary was our teac roe -r. the other a medical 
doctor and they lived many miles apart. The positions and requirements of the teacher 
and the doctor were very different. We put a good deal of thought into what should be 
sold to raise cash and more thought on the divi ision of the rest of the securities. Finally 
we came up with a suggestion which we felt best fitted the individual needs and desires 
of the teacher and the doctor, and on which they acted. 

Most individuals who act as executors are members of the immediate family or 
close friends . . . usually, they have never been executors before. The unknown seems 
diffieult and complicated. Our experience helped the teacher and his brother. To assist 
with estate or any other problems of investment there are experienced people in any 


of our offices ready to help you, too. 


A.E. Ames & Co. 


Limited 
Investment Dealers— Established 1889 
TORONTO 


MONTREAL WINNIPEG VANCOUVER VICTORIA CALGARY LONDON OTTAWA 
HAMILTON KITCHENER OWEN SOUND ST. CATHARINES QUEBEC 


NEW YORK BOSTON LONDON, ENG. 
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COMMENT AND OPINION 


Retirement Pensions: 
The Tucker Committee Report 


- February last the joint taxation 
committee of the C.I.C.A. and the 
Canadian Bar Association renewed 
their perennial submission to the Min- 
ister of Finance for the deferment of 
income tax on the contributions of 
self-employed persons towards the 
provision of retirement pensions. Mr. 
Abbott’s response to that request will 
be known by the time this note ap- 
pears, and it is hoped that he will be 
less obdurate than in the past and 
find the difficulties which he mention- 
ed last year not insuperable after all. 
It may not be without point that the 
Millard Tucker Committee on Retire- 
ment Pensions, in its report made pub- 
lic in February, found itself able by a 
majority to recommend the establish- 
ment of such a policy for the United 
Kingdom, and even the minority con- 
curred so far as members of profes- 
sional societies were concerned. 


Revision of U.S. Income Tax Law 
THOROUGHGOING revision of 
the U.S. Internal Revenue Code 

has been proceeding through the legis- 
lative mills of Washington for some 
time now, and unless an unexpected 
reversal of front occurs it will, when 
enacted, represent something of a 
triumph for accounting principles and 
the accounting profession. About two- 


thirds of the recommendations made 
by the American Institute of Account- 
ants have, we are informed, been in- 
corporated in the Bill which was intro- 
duced. Some of the proposed changes 
are already familiar in this country, 
notably the partial removal of double 
taxation of corporate profits through 
the grant of a tax credit for dividends 
received, and the right to claim depre- 
ciation on the declining balance 
method using a rate two times the 
straight-line method, together with 
some relaxation of the rigidity of the 
rate structure. Many other of the 
proposed changes in the American tax 
law would, however, be equally desir- 
able here. 


The joint taxation committee of the 
C.I.C.A. and the Canadian Bar Associa- 
tion in their brief to the Canadian Gov- 
ernment urged that the rules governing 
the deductibility of business expenses 
should be broadened and, in general, 
that if an expenditure is incurred for 
business purposes it should be deductible 
in computing the profits of the business, 
either in one year or, where applicable, 
over a period of years, and the Govern- 
ment was also urged to reverse its policy 
in regard to so-called “reserves” and in 
effect to assimilate the tax treatment to 
the accounting treatment of prepaid in- 
come and provisions for future costs. The 
American Institute made similar recom- 
mendations to the U.S. authorities and 
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in both respects it appears that their 
efforts have been more successful than 
our own have so far. 


Thus, we understand, the revised U.S. 
Code will permit research and develop- 
ment expenses to be deducted in the 
year they are incurred or amortized over 
a period of five or more years, and ex- 
penses of organizing a corporation to 
be similarly amortized over a period of 
years. Provisions or “reserves” for esti- 
mated expenses are to be deductible if 
reasonably capable of being estimated, 
for example, reserves for cash discounts 
against outstanding receivables, for 
product guarantces, for vacation pay, for 
self-insured cargo claims pending, for 
cost of handling, packing, and shipping 
merchandise sold but not delivered, etc. 
Prepaid or unearned income will not, as 
here, be required to be reported when 
received subject to a deduction for cer- 
tain future expenses, but can be reported 
as and when earned within a five year 
period following the year of receipt. 
Prepaid amounts are deemed to be 
earned as the liability to render services, 
furnish goods, or allow use of prop- 
erty is discharged. 


We must add that at this writing the 
above are merely proposed changes, but 
there appears to be every likelihood that 
they will be passed into law. 


Inventory Valuation for Tax Purposes 
a” interesting judgment on the sub- 


ject of inventory valuation in the 
tax law was recently pronounced by the 
Court of Appeal in England, which will 
almost certainly exert an influence on 
this side of the Atlantic. The question 
at issue was whether a cotton spinning 
company was entitled to employ the base 
stock method for the cotton on its ma- 
chines in computing its trading profit for 
the year, that is, treat the cotton on the 
machines as part of the machines and 
not as an inventory item. It was not 
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in dispute in that case that the base 
stock method was a recognized method 
in the cotton spinning trade, that it was 


in accordance with sound commercial 
practice and that the method of comput- 
ing a concern’s profits by that system was 
in accordance with sound commercial 
practice. In spite of these undisputed 
findings, the trial Judge and the three 
Judges of the Court of Appeal were as 
one in holding that if that system did 
not give the true profit of a concern for 
the year under review it was not an 
acceptable method for tax purposes, and 
in the particular case since both the 
quantity of the base stock had increased 
during the year and the price of cotton 
had risen during the year there was no 
doubt that this condition was not satis- 
fied. 


The Court held that in computing 
profits for a year the closing inventory 
must be brought in, either at cost price 
or at market price, whichever is the 
lower. Nothing is said as to how cost 
price or market price is to be ascertained, 
and in Canada at any rate the only pro- 
nouncement of the Courts on the ques- 
tion, that of Mr Justice Thorson in the 
Anaconda case, is not inimical to the ac- 
counting viewpoint. 


B.C.’s Public Accounts 


- public accounts of the Province 
of British Columbia for the fiscal 
year ended March 31, 1953 have recent- 
ly been released. There are two notable 
features reflected in this latest report on 
the finances of the Province of British 
Columbia which are worthy of special 
attention. 


The most important aspect of these 
accounts is that for the first time they 
are prepared and submitted along the 
lines of recommendations made by 
Dominion-Provincial conferences on pro- 
vincial financial statistics. Committees 
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of these conferences, under the auspices 
of the Dominion Bureau of Statistics, 
for many years have devoted a great deal 
of study to this aspect of provincial pub- 
lic finance and the Canadian Institute of 
Chartered Accountants has, through its 
committee on government accounts, col- 
laborated closely in this work in recent 
years. The Canadian Bankers’ Associa- 
tion, The Dominion Mortgage and In- 
vestments Association, and The Invest- 
ment Dealers’ Association are also keen- 
ly interested in the objectives of these 
conferences. 

The second aspect is the fact that the 
accounts are available in two sections — 
(a) an abridged edition which contains 
the principal financial statements with ac- 
companying detail, including those of all 
government boards, commissions, and 
enterprises, the finances and operations 
of which are not reflected in the general 
accounts of the Province; (b) the detail 
accounts which, in accordance with cus- 
tom and practice, show particulars of 
both revenues and expenditures in com- 
plete detail. 


It is extremely gratifying to note that 
British Columbia has now taken positive 
action towards implementing the recom- 
mendations of the conferences. The 


Minister of Finance for British Columbia 
is to be commended for this progressive 
step in the presentation of the public 
accounts of the Province. A similar 
presentation of the public accounts of 
all provincial governments would lead 
to a better understanding of the under- 
taking of these governments. Compara- 
bility between government accounts is 
also an important consideration. 


Certain modifications and refinements 
in provincial public accounts have been 
introduced over the years. It is under- 
stood that other Provinces are now 
working towards these standard objec- 
tives. The Institute looks forward with 
interest to further developments in this 
regard. 

The operations of the various govern- 
ments constitute the largest and most 
complex business in Canada today and 
are of vital importance to every Cana- 
dian. It is very important that the 
accounts of all the Provinces be presented 
clearly, concisely, and on a uniform 
basis. It is also to be hoped that one of 
the objectives of the new system now 
inaugurated in British Columbia will be 
the earlier publication of the abridged 
set of public accounts. 


PRIME MINISTER OF ONTARIO 
TO OPEN ONTARIO INSTITUTE’S NEW BUILDING 
The new building of the Institute of Chartered Accountants of Ontario will be officially 
opened on Thursday, May 27, 1954, by the Hon. Leslie M. Frost, Prime Minister of Ontario. 
The building, which wil! also serve as the headquarters for the Canadian Institute of Chartered 
Accountants, was ready for occupancy at the end of April and both Institutes are now in 
their new offices. 





The CI.C.A. Annual Meeting 


Progress With New Look 





c has already been announced that 
the annual meeting this year at 
Winnipeg will have a “new look”, and 
members of the C.I.C.A. have received 
advance notice with an outline of the 
program. As sometimes happens with 
the “new looks” of fashion, the pur- 
pose of the designers may not be self- 
evident and perhaps a word of ex- 
planation might be useful. 

There is no intention of dealing here 
with the provisions for hospitality and 
the sociable aspects of the annual meet- 
ing. As far as these go, there is no 
“new look” — simply the old, familiar, 
Winnipeg pattern which is, of course, 
celebrated and on which no one in his 
right mind would attempt to improve. 

As far as the technical sessions go, a 
number of new objectives have been 
adopted. From a glance at the pre- 
liminary program it is obvious that 


Job”. 


PROMINENT ACCOUNTANTS TO ADDRESS CONFERENCE 


Mr Walter J. Macdonald, F.C.A., president of the C.I.C.A., has 
notified us that Mr. George Currie, C.M.G., D.S.O., M.C., C.A., of 
Montreal, and Mr William F. Holding, F.C.A., of Toronto, will be 
the speakers at the opening technical sessions of this year’s conference 
at Winnipeg, commencing on August 23. 

Mr Currie, a senior partner of McDonald, Currie & Co., will speak 
on “Conducting an Auditing Practice Today and Tomorrow”. 

Mr Holding, president of General Steel Wares Ltd. and also 2 
past president of the Canadian Manufacturers Association, will speak 
on “Financial Management in Industry — the Requirements of the 


there will be a lot more technical ses- 
sions than in the past. However, as 
well as having more sessions we also 
have new ideas about procedure. 


In the first place we have gone on 
the principle that when technical sub- 
jects are discussed there should be dif- 
ferent groups in session to provide a 
good choice of subject. Something 
should always be going on which might 
reasonably be expected to interest each 
member in attendance. An attempt 
has therefore been made to schedule a 
choice of subjects so that members-in- 
practice, members-in-industry, and 
members-in-government will each find 
some congenial topic. Two main 
themes run through all technical ses- 
sions — (a) the problems involved in 
conducting an auditing practice and 
(b) the accounting problems of man- 
agement. It is expected that some 























sO 


yn. 


f- 





C.1.C.A. Annual Meeting 279 


practising members will choose to at- 
tend the sessions on management prob- 
lems and that some non-practising 
members may be attracted to sessions 
which are slanted at practising mem- 
bers. In other words, there will be no 
attempt to divide those attending the 
conference into two groups — the 
practising and the non-practising. 

In the second place, we are attempt- 
ing a carefully planned sequence of 
meetings. On the opening day we 
start with what our American friends 
would describe as ‘‘key-note addresses”, 
one on the conduct of an auditing 
practice and the other on management 
problems. The next day there will be 
panel discussions in which the two 
main themes are developed. On the 
third day the subjects will be explored 
further in group discussions. The 
groups will be limited in size and we 
expect a completely informal, unre- 
hearsed discussion of the material pre- 
sented in the earlier meetings. 

Apart from the plans for Winnipeg, 
the C.I.C.A. has a committee working 


on long-term proposals for the design 
and conduct of annual meetings. It is 
felt that a thorough review should be 
made of the scope, duration, location, 
and timing of the annual meeting. 
There are many fundamental questions 
to study, such as the proper balance 
between social events and technical ses- 
sions. It goes without saying that the 
work of the Annual Meetings Commit- 
tee would be greatly helped if lots of 
suggestions were made by members. 
There are, of course, many different 
ideas about what should be emphasized 
in the annual meeting program. The 
more suggestions the committee re- 
ceives the more likely it is to emerge 
with something reasonably sensible in 
the way of recommendations. 


Under present-day conditions, con- 
ventions have to be planned long in 
advance and it is only gradually that 
new ideas can be worked into effect. 
What we hope to get eventually is the 
type of annual meeting which no self- 
respecting member can afford to miss 
if he wishes to keep up-to-date. 


NOTICE OF CHANGE OF ADDRESS 


Please note that effective May 1, the address of the Canadian Institute 
of Chartered Accountants and of the Institute of Chartered Accountants of 


Ontario is: 


Chartered Accountants Building, 
69 Bloor Street East, 
Toronto 5, Ontario. 


This is also the new address of The Canadian Chartered Accountant. 








By Kenneth F. Byrd, M.A., B.Sc. (Econ.),A.C.A. 


Professional Accountancy 


Professor of Accounting, McGill University 


The accounting profession has come a long way since 
the origination of double-entry bookkeeping in medieval Italy 





. accountancy profession has no 

long history upon which to draw 
for evidence of its dignified status. Let 
it be admitted at the outset that it is, 
in the roll of great professions, a com- 
paratively young member. This admis- 
sion need take away nothing from its 
essential worth and its assured position 
in the modern world. While the chart- 
ered accountant has no such trail of glory 
across the world’s history as can undoubt- 
edly be traced by the true physician, there 
can be no doubt that he is the physician 
of modern business. He prescribes for it 
in its sicknesses, undertakes surgical op- 
erations, if necessary, and brings it back 
to health, for the greater good of itself 
and the community of which it forms a 
part. 


Origins 

I do not propose to say much here 
about the early origins of our profession. 
There are brief references to the practice 
of accountancy in Venice, somewhere 
around the year 1580. Double entry 
book-keeping is now believed to have 
originated in Italy in the thirteenth and 
fourteenth centuries, while the first text- 
book on the subject dates from the end of 





the fifteenth century. Luca Pacioli or 
Paciolo, the author, was a university pro- 
fessor of mathematics. Though profes- 
sional accountants are not mathemati- 
cians (credited as they may be by the 
layman with feats of mathematical genius 
which are quite imaginary!), there is a 
connection with mathematics to which 
they can lay claim. The student should 
note that he can learn a great deal, 
though not specifically useful for exam- 
ination purposes, by studying the history 
of double entry book-keeping about 
which he can read in an excellent book 
by Peragallo.* 


Some of our basic accounting concepts 
in determination of profit and loss arise 
from the features of early venture trad- 
ing, when commercial transactions were 
divided into separate ventures consisting 
of independent voyages, each regarded 
as terminal and separately costed to de- 
termine profit or loss. Such conditions 
were very different from the vast, com- 
plex, continuing businesses of today, 
which are a product of the modern busi- 





1 “Origin and Evolution of Double Entry 
Book-keeping,” by E. Peragallo, American 
Institute Publishing Co. 


An address to the Sth Maritime C.A. Students Conference, Moncton, June 1953 
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ness world. These have arisen since the 
formation of the joint stock company in 
the latter half of the last century. As 
things have developed today there can 
be little similarity between the old mer- 
cantile venture and the modern vast 
limited company, with owners (as stock- 
holders) scattered all over the world, and 
with ownership completely divorced from 
management. It is hardly likely, it would 
seem, that accounting concepts which 
were formed under the influence of the 
old conditions, in the 70’s and 80's of 
the last century, can be equally suited to 
the so greatly differing conditions of to- 
day. 


Birth of the Accountancy Profession 


The oldest existing professional ac- 
counting bodies in Britain and in Can- 
ada date from almost the same time. The 
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Institute of Chartered Accountants in 
England and Wales was incorporated by 
Royal Charter on May 11, 1880, and 
the Institute of Chartered Accountants of 
Quebec on July 24, 1880. This year may 
perhaps be regarded as the year of birth 
of the accountancy profession in the 
English-speaking world. 

Not all persons welcomed the arrival 
of the new aspirants to professional sta- 
tus, and members of the legal profession 
voiced their disfavour. G. F. Sanders, in 
an address to the Sixth International Con- 
gress on Accounting in London last year. 
quoted Mr. Justice Quain as saying in 
1875: “The whole affairs in bankruptcy 
have been handed over to an ignorant set 
of men called accountants, which was one 
of the greatest abuses ever introduced 
into law.” 


FEATURES OF PROFESSIONAL STATUS 


Expressed Objects in Charters 


From the first the newly born Insti- 
tutes were concerned with the acquisi- 
tions and maintenance of professional 
status. The charter of the Quebec In- 
stitute says: “The objects of the In- 
stitute are to maintain the status and pro- 
mote the efficiency and usefulness and 
regulate the discipline and professional 
conduct of its members...” The New 
Brunswick Institute, incorporated in 1916, 
takes as its objects: (a) To establish a 
high standard of qualification and fit- 
ness for the profession of accountancy 
....3 (b) to provide for a better defini- 
tion and protection of the profession; and 
to ensure a supply of educated men of 
special! scholarly and moral qualifica- 
tions, and responsibility . . .; (c) To 
promote and foster in commercial circles 
a higher sense of the importance of sys- 
tematic and correct accounting and mod- 
ern business methods .. . ; to endeavour 


to bring about a greater degree of efii- 


ciency in those engaged in book-keeping; 
(d) to encourage improved methods in 
book-keeping.” 


Professional Ethics 


The New Brunswick Institute, like all 
the other professional Institutes, has its 
own rules of professional conduct. Essen- 
tial among these is the rule against any 
form of advertising by a chartered ac- 
countant, because it “would lower the 
ordinary standard of dignity expected 
from a member of the profession, or be 
of such nature as would tend, in the 
opinion of Council, to bring the profes- 
sion into disrepute’. Another rule pro- 
vides: “No member may certify or ap- 
pend his signature to or permit the use of 
his name with any statement, exhibit, 
schedule, or other form of accountancy 
report, whether for publication or not, 
which is prepared in a manner which 
might tend to confuse or in any way to 
disguise the actual situation.” 
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These rules are typical and are clearly 
basically sound and necessary for the 
maintenance of professional dignity. The 
designation “Chartered Accountant” is 
its own advertisement and the addition 
of any other designation can only de- 
tract from it. I see that the New Bruns- 
wick Institute expressly forbids the ad- 
dition of ‘Investigator’, “Tax Consult- 
ant’’, ‘‘Systematiser’, ‘Cost Consultant”, 
“Production Engineer’ or any other ca- 
pacity “‘which is not foreign to the func- 
tions of a chartered accountant’. It 
seems indeed fit and proper that the title 
“Chartered Accountant’”’ should stand 
alone, with the self-evident value and 
dignity which long years of experience 
have given it. 


It can hardly be too greatly stressed 
that while to individuals the rules against 
advertising of professional practices may 
seem at times unduly restrictive, they 
are absolutely essential to the mainten- 
ance of professional status. Competition 
between members of the same profession 
must result from the unadvertised repu- 
tation of such members, based on gen- 
eral and personal knowledge of their 
characters and abilities, evidenced in their 
daily actions, and on the conduct of their 
practice which must speak for itself. To 
permit even the suggestion of self-ad- 
vertisement would be to open the doors 
to all those unprofessional and cut- 
throat practices which may be thought of 
as comprising much of commercial life. 


A new-comer from Britain must imme- 
diately notice one respect in which pro- 
fessional accounting practice in this 
country and the United States is less re- 
strictive than in Britain. While rules 


against advertising or solicitation of 
business are the same it is, as you know, 
common practice in North America to 
publish, in a public advertising medium, 
a firm's professional card, containing 
simply the firm name, the names of 
chartered accountants associated with the 
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firm, and the business, telegraph and 
telephone addresses. | Even this very 
limited form of advertisement is pro- 
hibited in Britain, where professional 
cards are non-existent. 


Maintenance of 
Prestige Among the Professions 


Now that accountants have won an 
accepted place among the professions, 
they are anxious to avoid any possibility 
of losing such a position. Thus I re- 
member that, some time ago, the Ameri- 
can Institute of Accountants, after cir- 
cularizing practitioners and partnerships 
in its membership, to ensure that the ma- 
jority were in favour of its action, made 
representations which secured the specific 
exclusion of certified public accountants 
from the self-employed workers given 
old age benefits in an amendment to the 
Social Security Act. They were the only 
well-known profession previously omitted 
from such specific exclusion. Such 
crises have frequently led to discussions, 
particularly in the United States press, 
as to the essential characteristics of a 
profession. 

The National Labour Relations Act in 
the United States defined a professional 
employee as one having “knowledge of 
an advanced type in a field of science or 
learning, customarily acquired by a long 
course of specialized intellectual instruc- 
tion and study in an institution of higher 
learning”. Fortune said that a trade is 
a profession only if, in addition to all 
else, it is powered by a sense of mission. 
Perhaps I might conclude this stage of 
my address by quoting a comprehensive 
definition by a distinguished legal au- 
thority, Lord Simon: 

First of all, a profession essentially in- 
volves this, that it is based on preliminary 
study and, it may be, examination on the 
general principles of the pursuit. In the 
second place, a profession, I venture to 
think, essentially involves this, that the 
profits which may be made from its pur- 
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suit do not primarily depend upon the 
command of great quantities of capital. 
Thirdly, and most important of all, a pro- 
fession is a pursuit which is followed not 
solely as a livelihood, but always subject to 
over-riding duties, prescribed by a code of 
professional honour involving in an especial 
degree the strict observance of confidences, 
in which the work that we do must be ren- 
dered to our clients without stint, in pro- 
portion to our clients’ need rather than in 
proportion to the reward we receive. 

Here are cited the three essentials: (1) 
education in the principles; (2) capital 
represented by personal abilities and rep- 
utation rather than money; (3) service to 
the community above personal reward. 
They may be taken as summing up the 
whole theme of my address. 

Let us make quite certain that none 
of the fears expressed by Thomas W. 
Byrnes of Columbia University shall 
ever be realized in Canada. In the April, 
1953, copy of The Accounting Review 
he says there are in the United States 
two schools of thought on the question 
of professional relations of the account- 
ant with his client. He charges one 
school with regarding the chief duty of 


partners in professional accounting firms 
as to “circulate, make social contacts, 
publicize their firm . . . In other words 
they are salesmen’. The smaller adopts, 
he says, “the professional attitude of giv- 
ing personal attention to the client's prob- 
lems”. This is a damaging accusation 
and I have no doubt that it will have its 
reply. Certainly nothing but harm can 
come to the accounting profession if it 
is justly accused of the characteristics of 
Big Business, as Professor Byrnes calls 
it. There is a strangely modern note in 
the words of Francis Bacon, coming to 
us from three hundred years ago: “I 
knew a nobleman in England that had 
the greatest audits of any man in my 
time. . . . The gains of ordinary trades 
and vocations are honest, and furthered 
by two things chiefly: by diligence, and 
by a good name for good and fair deal- 
ing”. But Bacon knew nothing of pro- 
fessional accounting audits and the gains 
he was thinking of were the gains of or- 
dinary trade. Let us always be satisfied 
with the rewards which follow from per- 
sonal skilled service in a noble profes- 


sion. 


EDUCATION FOR THE ACCOUNTANCY PROFESSION 


There can be no real claim to profes- 
sional status without (1) a sound cul- 
tural education to prepare the mind for 
association in the general affairs of life 
and for all the responsibilities which 
make up a civilized existence in a mod- 
ern community, and (2) the technical 
education appropriate for training in the 
specific duties of the profession. 


Full Time Education 
and Training in Theory 


I would emphasize that I am here 
thinking, in both cases, of what can be 
studied and learned off the job, even 
before any position is taken up within 


the profession. I am convinced that it 
is quite vital to distinguish between a 
training in theory and a training in prac- 
tice. It delights me to find, occasionally, 
professional men of long experience who 
agree with this statement. Thus Alan 
Grant Mann, C.P.A., says in the Decem- 
ber, 1950, Journal of Accountancy, that 
the trained theorist, not the man with 
mere practical experience, will in the 
long run prove the best staff man. He 
advises a regularly organized course of 
studies, such as classes once a week for 
an hour before starting work, with in- 
formal discussion and argument. I 
would myself go a great deal further 
than this. 
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University Training 
As a university man I am certain that 
training within the university for the ac- 
countancy profession is the most desir- 
able preparation for professional life. 1 
do not say it is most desirable for all 
persons and I would certainly not have 
it made exclusive, unless all the pro- 
hibitive questions of cost were removed. 
But if university training is being cor- 
rectly given, then I am convinced that 
the student so trained will have more to 
contribute to the accountancy profession, 
in the long run, than the student who 
plunges into the technical duties straight 
from school and learns only the technical 

side, and that while on the job. 


It must be remembered that the fears 
as to university training are two-sided. 
The university men in the Arts and Sci- 
ence faculties fear that introduction of 
accountancy as a university subject will 
bring purely technical material into 
courses which should be concerned with 
basic theories and principles. They them- 
selves fail to realize that a professional 
qualification must be founded on prin- 
ciples which should themselves consti- 
tute material for intensive and extensive 
study, far removed from the mere tech- 
niques which result from application of 
those principles in actual practice. The 
professional man, on the other hand, 
fears the university course because he 
thinks it will result in turning out airy 
theorists who have not, and never will 
have, any grasp of practicalities, when it 
comes to working in the profession. 
This is very broadly stated and general- 
ized, but I know that it represents the 
attitude of many. 


The Quality of Accounting Instruction 


Unfortunately, much of the teaching 
in accounting, even in the universities, 
lends itself to the accusations of the 
university men from other faculties. We 
are fighting constantly to lift the teaching 
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of accounting, from the very earliest 
stages, out of the category of accounting 
drill and into that of accounting theory 


and practice. From the beginning the 
subject can and must be taught as some- 
thing far from mechanical and not mere- 
ly following from traditional rules to be 
memorized and applied implicitly, with- 
out thought or justification. The spirit 
of adventure can easily be introduced by 
a teacher with enthusiasm and imagina- 
tion. Questions to be answered must be 
varied throughout the course, conveying 
some idea of the infinite variety of ac- 
counting situations. 

The student must never expect to learn 
by mere repetition. He should come to 
appreciate a wide variety of problems 
introducing many and varied applica- 
tions of basic principles. If he learns 
this from ‘the beginning he will come to 
rely on his own ability to apply in prac- 
tice the principles which he has thought 
out and learned. He finds this difficult, 
especially when limited by the time fac- 
tor in examinations, but it is a necessity 
of sound professional training that such 
difficulties shall be overcome, and in 
overcoming them the student matures in- 
to the educated professional accountant. 
The professional examination papers 
themselves introduce a wide variety of 
questions, not repeating them from exam- 
ination to examination, and this quite 
properly means that sound preparation 
for them must be evidenced by an equal- 
ly wide variety. 


General Trend 
Towards University Training 


I shall shortly study in some detail 
some of the major problems in which re- 
search, in my opinion, may best be done 
within the universities. But I would 
first draw attention to the fact that 
throughout the English-speaking world 
the trend seems to be very definitely in 
the direction of handing over to the uni- 
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versities the training of professional ac- 
countant students. 


(1) In the United States 


The American Institute of Accountants 
recognized in 1937 the desirability of a 
four-year college course in the liberal 
arts, followed by graduate work in ac- 
counting. The University of Texas in- 
stituted some years ago a post-graduate 
course leading to the degree of Master 
in Professional Accounting. Since the 
famous Harvard Report liberal and pro- 
fessional studies have gone on side by 
side. The curriculum of Champlain Col- 
lege, State University of New York, 
provides for purely liberal subjects in 
the first year, without specialization, Ac- 
counting Theory and Practice and the 
Elements of Business being introduced 
only in the second year, along with the 
Arts, including a modern Janguage.? The 
third and fourth years give scope for 
the students’ individual choices, accord- 
ing to the careers for which they are 
preparing. 

In April, 1952, The Journal of Ac- 
countancy reported that between 60% 
and 70% of candidates at the C.P.A. 
examinations are college graduates. In 
June, 1952, the same journal, referring 
to the organization of a commission to 
investigate the unification of educational 
and experience requirements for the 
C.P.A. certificate, throughout the United 
States, cited as one of the problems to 
be settled the question of whether a 
college education should be made a pre- 
requisite for the C.P.A. certificate, and 
whether a four years bachelor’s degree 
should not be followed by advanced 
study in a professional school. Again 
in the September issue the most recent 
analyses made by the Education Depart- 
ment of the American Institute are said 
to show the margin of superiority of 
college graduates, with public accounting 





2 See The New York Certified Public Ac- 4 
countant, September, 1951 
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experience, to be widening as compared 
with earlier records. Yet it is com- 
mented that substantial numbers of can- 
didates still lack both public accounting 
experience and college education. 

In the Harvard Business Review ot 
October, 1952, Professor James W. Cul- 
liton speaks of the revolt against over- 
specialization which has characterized 
practical education in the United States, 
and he urges business to indicate its need 
for broadly trained men. A practice to 
be noted is what is called interneship 
training. This means that during the 
period of his studies at a university, the 
student has a period of several months’ 
full time training in an accountant’s of- 
fice or sometimes, alternatively, in an in- 
dustrial position. The American Insti- 
tute’s committee on education has ex- 
pressed its opinion that the interneship 
plan is the most important means of im- 
proving the effectiveness of academic 
training of accountant students.* We 
may yet have to experiment with this 
development in Canada. 

(2) In Britain 

Accounting students still study in 
Britain mainly by means of highly efh- 
cient and competitive independent and 
privately conducted correspondence 
courses. Nevertheless a scheme was in- 
augurated five or six years ago, in con- 
junction with the main universities, by 
which students may elect to study, with- 
in a minimum period of 5 3/4 years, 
for both a university degree and a pro- 
fessional accounting qualification. The 
articled students thus spend 2 3/4 years 
in a university, on a full-time basis, and 
three years in the office of a practising 
professional accountant. The Members’ 
Handbook of the Institute of Chartered 
Accountants in England and Wales con- 
tains the following comment: 

The approved degree courses, while af- 


8 The Journal of Accountancy, October, 1950 











286 


fording the universities the medium for 
giving the student a liberal education and 
an intellectual discipline, are also intended 
to enable the student to understand the 
principles underlying his profession and to 
derive greater profit from his actual exper- 
ience in his principal’s office. The degree 
courses comprise accountancy, economics 
and law (these being taken throughout the 
whole period) with a modern foreign lan- 
guage (or another recognized degree sub- 
ject) and the study of government. 
The university degree exempts the 
student from the intermediate profession- 
al examination. 


(3) In South Africa 


The training of professional account- 
ant students in South Africa has recently 
been handed over entirely to the uni- 
versities. The intermediate professional 
examination has been discontinued and 
replaced by the examinations of the in- 
dividual universities, so that the sole 
examination set by the professional bodies 
is the uniform final examination, for 
which training will still be given at the 
universities. Control is effected by a 
Public Accountants’ and Auditors’ Board, 
on which there are two representatives of 
the universities. 


(4) In Quebec 


In the Province of Quebec there is al- 
ready very close association between the 
universities and the Institute of Chartered 
Accountants of Quebec. It is our main 
concern to see that our university instruc- 
tion is as broadly based and as imagin- 
atively conceived as it can be, from the 
first year of the student’s introduction to 
the subject of accounting to the final year 
of his qualification as a professional ac- 
countant. In Quebec there are two 
paths by which the accountant student 
may qualify, not unlike those now found 
in Britain. One path is the usual one of 
evening study, while the student serves 
his five years in a practising accountant’s 
office. The other is by way of a B.Com. 
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degree at the universities, with a major 
in Accounting; this is followed by two 
years of evening study and examinations 
leading to the university Diploma of Li- 
centiate in Accountancy with a minimum 
of one year’s practical experience in the 
office of a practising public accountant. 
By this means he omits the intermediate 
professional examination and obtains, by 
his Licentiate Diploma, the right of 
membership in the Quebec Institute of 
Chartered Accountants. In practice Mc- 
Gill University elects for its students the 
actual final chartered accountants’ exam- 
ination, but it is not required to do so. 


Stimulating the Student’s Imagination 


Our university training should be di- 
rected to stimulating the thought and 
imagination of the professional student, 
whether his study be full-time or merely 
part-time evening study. In every way 
the former is bound to be better. Though 
we perpetually complain that too little 
advantage is taken of it, the full-time 
student has the opportunity for inten- 
sive and extensive reading and study 
during the formative years. At this time 
he can follow up and satisfy himself as 
to the basic tenets of his prospective pro- 
fession, not merely accepting and mem- 
orizing established traditions, but ac- 
counting for them and studying them 
from every angle. He can and must 
make a thorough study of economics, 
and this should help him very greatly 
in his later thought life and in his ap- 
proach to countless professional prob- 
lems of every day. He is conditioned 
unconsciously for a very different atti- 
tude, in his daily professional life, from 
that of the man who has qualified in the 
hard way, by part-time study crammed 
in with practical experience. I shall not 
elaborate on this, but if the universities 
are giving proper training to the pro- 
fessional student I am sure that the 
change in mental outlook is bound to 
have a profound effect on his profession- 
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al life. There are so many problems to 
be studied. Full-time study in the uni- 
versity gives the early opportunity and 
incentive, and habits formed in the early 
years will, I hope, be carried over into 
the whole professional life. 

Initially, of course, the graduate 
straight from the university will show 
to disadvantage in practical experience, 
compared with the student who has had 
practical experience since his school days. 
But in the long run it seems certain that 
if the university training has been 
thorough and the student has not simply 
wasted his time, the habit of thinking 
things through and working from basic 
principles will prove its worth. Our pro- 
fession can only advance as its members 
keep themselves up-to-date with changing 
times and are prepared to break with 
outworn conventions, if they fail to 
meet the test of modern needs. There 
will always be much for the thinking 
professional man to read and also to 
write. Those most likely to be ready 
and able to contribute to our professional 
journals and to stimulate our current 
thoughts are the men who were trained 
to do this in their early years. And never 
did our maturing profession need more 
thoughtful, critical, and constructive con- 
tributions from its members than it does 
today. 


Training the Professional 
Accountant for Industry and Commerce 


The Members’ Handbook, 1950, of 
the Institute of Chartered Accountants in 
England and Wales, says: ‘The account- 
ancy profession now embodies a much 
wider field than that of public account- 
ants and it is of no little importance to 
the Institute that the qualities of its mem- 
bers and their training in public account- 
ancy have so ably fitted them for onerous 
duties within industry and commerce.” 
The profession is indeed divided today 
between members in practice, or employ- 
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ed by practitioners, and members holding 
positions in commerce and industry, and 
there is a school of thought which argues 
for special courses of training for the 
latter — and logic would seem then to 
demand separate examinations. 


The Sixth International Congress on 
Accounting in London last year devoted 
separate sessions to ‘““The Accountant in 
Industry” and “The Accountant in Prac- 
tice and in the Public Service”. F. R. M. 
de Paula, one of Britain’s senior and best 
known chartered accountants, himself 
with many years’ experience as an account- 
ant in practice, an accountant in industry 
and a professor of accounting at London 
University, asked the following questions: 
(a) Does management accounting repre- 
sent a new and specialized technique 
within the field of accounting? or (b) Is 
it a specialized technique outside the 
field of general accounting but embraced 
within the field of engineering?”* And 
if the answer to (b) is yes, he asks 
among other things: “Is there a need for 
public accountants in general practice, 
specialized in this new technique, to ad- 
vise industry in the installation of sys- 
tems of management accounting? Should 
there be facilities for providing special- 
ized training for such specialists? If so, 
how should such training be provided?” 
Mr. de Paula stated his belief that there 
was a need in industry for accountants 
skilled in management accounting, and 
few would today dispute this statement. 
In the discussion which followed Profes- 
sor Greenwood of South Africa said he 
was worried about the tendency to try to 
turn both types of accountant out of the 
same mould, for he did not think it pos- 
sible.5 He disagreed about the desir- 
ability or practicability of integrating pro- 





4 Members’ Handbook, 1950, Institute of 
Chartered Accountants in England and 
Wales, p. 13 

5 Sixth International Congress on Accounting, 
1952, Gee & Co., London, p. 251 
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fessional and industrial accountants, for 
he thought they had little in common. 
Professor Greenwood said he was speak- 
ing here as an educationalist, but I fear 
myself that the practising accountant was 
in the ascendant. 


Mistaken Emphasis on 
“What is Done in Practice” 


It seems to me all to go back to the 
root question: Can “what is done in prac- 
tice’, whether it be in public practice as 
an accountant or as an accountant in in- 
dustry, be taught at the same time and 
in the same place as the basic theories 
and principles upon which the whole of 
accounting, in its different branches, 
rests? The average accountant seems to 
me to test the student’s studies by wheth- 
er they are a reflection of “what is done 
in practice”. So often a problem calcu- 
lated to make a student think out impor- 
tant matters of principle is condemned as 
different from practical experience. Now 
I am strongly of the opinion that account- 
ing is a fit and proper subject to be 
taught in the universities, and I have 
shown that it is being so taught increas- 
ingly throughout the English-speaking 
world. But if the teaching of accounting 
is to be confused with training in prac- 
tical procedures then it must be con- 
demned as not proper for university 
curricula, and certainly not for under- 
graduate curricula. 


I can make a strong case for inclusion 
of a first course in accounting, properly 
taught, in an Arts curriculum, because it 
has so much to stimulate the thought and 
wake the imagination of the student. But 
when it comes to the teaching of tech- 
niques then I say we are dealing with 
something outside the scope of any edu- 
cational authorities. The learning of 
specialized techniques, I am myself con- 
vinced, begins on the job, when all the 
sound knowledge of theory and prin- 
ciple acquired in a long course of educa- 
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tional preparation can be applied to 
working out the problems that present 
themselves in practice. And the prac- 
tice may, to my mind, be either in public 
accounting of management accounting. 


Professional and Industrial 
Accounting Both Post-Graduate Fields 


I agree that these fields are very diff- 
erent, and they are diverging more and 
more in the world today, but they are 
both post-graduate spheres. The spe- 
cialized training should be done outside 
the educational institutions in close asso- 
ciation with practical work in the appro- 
priate field. Mr. de Paula did not let 
Professor Greenwood go unanswered and 
expressed his conviction that both prac- 
tising accountant and accountant in indus- 
try could come out of the same mould 
and that cross-fertilization was urgently 
needed. In the United States this whole 
question is much under discussion. In 
March, 1951, the editorial of The Jour- 
nal of Accountancy quoted Professor Leo 
Schmidt of the University of Michigan 
as advocating an examination for those 
pursuing a career in industrial or commer- 
cial accounting, giving the successful can- 
didate the right to a title — presumably 
appropriate letters. The editorial asked 
for the comments of readers on this “‘pro- 
vocative” idea. 

In The Accounting Review for July, 
1950, Professor W. F. Vatter of the 
University of Chicago strongly supported 
the idea of special training in the univers- 
ity for the position of controller, as a 
member of the management team. He re- 
gretted that education is still based on 
the notion of accounting as essentially a 
profession, quite apart from the rest of 
business administration. He urged that 
the controller is “more than a kind of 
glorified accountant”. He would have 
the first course in accounting, for the 
general business student, apply itself real- 
istically to the problems of planning, 
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with illustrations “from the real world 
of cash registers, billing machines, punch- 
ed cards, etc.”, instead of pen-and-ink 
book-keeping. Similarly Victor Z. Brink 
of the Ford Motor Co. calls for curricula 
which combine the basic features of a 
business education with that of industrial 
engineering in its more technical sense, 
such curricula representing an extension 
of one or two years over the normal. 

I have given some time to this mat- 
ter because it undoubtedly indicates 
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changing conditions in a changing world. 
I cannot too strongly disagree with Pro- 
fessor Vatter about “the real world of 
cash registers’, in relation to the first or 
any year of the university accounting cur- 
riculum. There may well be some devel- 
opment in an extension of one or two 
years over the normal, as suggested by 
Mr. Brink, but I think this should be 
part-time study, while practical experience 
is being gained, or at any rate post-grad- 
uate work. 


PROBLEMS FACING THE ACCOUNTANCY PROFESSION 


Accounting Must be Dynamic 


If accountancy is to flourish as a pro- 
fession it cannot stand still. It is incon- 
ceivable that, in the 70 years or more 
since the oldest Institutes of Chartered 
Accountants were born and the basic 
principles of accounting were formulat- 
ed, there can have been no change in 
such principles. Some accountants seem 
to be so bound by tradition that they 
cannot adapt ‘themselves to the slightest 
departure from long-established proce- 
dure. 


Breaks with Tradition 


How many accountants to-day would 
discourage their clients from “rounding” 
figures, in the published accounts, to the 
nearest dollar? A great many would do 
so, I fear, and more would refrain from 
suggesting or encouraging such a prac- 
tice, feeling that it is a departure from 
that strict rule of absolute accuracy and 
precision on which the professional ac- 
countant so prides himself. Yet a mo- 


ment’s thought will show how wrong 
such a conception of absolute accuracy 
must be, when contrasted with the unre- 
liability of any balance sheet as a state- 
ment of the financial position at a given 
The net worth revealed by 


moment. 


the balance sheet cannot, except by pure 
accident, be a reflection of the current 
value of such net worth. Current and 
fixed assets are valued on such different 
bases, there is no adjustment for the 
changing value of the dollar in an age of 
inflation, secret reserves may be created 
and intangible assets omitted. Why then 
worry about a few cents one way or the 
other, when their omission will leave a 
more intelligible and less crowded pic- 
ture? A far more radical break with 
tradition is the abolition of cents even 
from the books of account, except in the 
case of the cash and personal accounts. 
Not many do this, but it has long been 
done successfully by Bethlehem Steel Co., 
and lately one or two others, including 
Canadian Kodak Co.,* have followed 
suit. The professional accountant must 
be prepared for new developments and, 
if necessary, he should lead the way in 
making them. 


There are many features in today’s 
published accounts which were unknown 
a few years ago. In Canada the practice 
of giving comparative columns to reveal 
last year’s position alongside this is still 


6 The Canadian Chartered Accountant, March 
1953, R.L.B. Joynt, C.A. 
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not nearly general enough. Without them 
the published statements lose half their 
usefulness, and the 1948 Companies Act 
in Britain has made such comparative col- 
umns necessary. 


The Canadian 
Institute Research Bulletins 


This brings me to a matter of some 
importance in Canada. We all know, 
even if the general public unfortunately 
does not, that the professional accountant 
is not responsible for the form of the 
published financial statements on which 
he is required to report. He has no right 
to alter them in any way, for they are 
not his statements but those of his cli- 
ents. Nevertheless it is obvious that the 
professional accountant must have a very 
real influence on his clients and, in num- 
erous cases, it is hardly credible that he 
could not persuade them to make changes 
in the form of their published accounts 
to conform with the most up-to-date prac- 
tice. Yet it is most significant that recom- 
mendations made by the bulletins of the 
Canadian Institute of Chartered Account- 
ants, such as this for supplying compar- 
ative columns and that for deduction of 
depreciation provisions from the appro- 
priate assets, are still so often ignored. 

Do Canadian accountants give enough 
attention to these published bulletins and 
do they bring them to the notice of their 
clients in an attempt to have them imple- 
mented? It hardly seems likely that they 
do. I can think of a case in which a well 
known company deducted from its inven- 
tory an addition of $500,000 to its re- 
serve for future decline in inventory val- 
ues in calculating the year’s profits, thus 
treating it as a charge instead of an ap- 
propriation. The profits were certainly 


understated by $500,000. Another com- 
pany included under one caption, ‘“‘re- 
serves’, and in one total on the balance 
sheet, its accumulated depreciation of 
over $36 million and a general reserve 


of $514 million, yet only the latter is 
part of the stockholders’ net worth. I 
should mention here, by the way, the dis- 
tinction between reserves and allowances 
which has formed the subject of another 
recent bulletin. Are practising account- 
ants pressing on their clients these con- 
siderations of selective terminology, in- 
tended to clarify the accounts? These 
things are not trivial matters but impor- 
tant features which the professional ac- 
countant should be striving to amend. 
Perhaps I am over-estimating the atten- 
tion paid by Canadian companies to the 
representations of their independent ac- 
countants. At any rate I recommend 
these matters to the attention of the 
students who will be the professional 
accountants of tomorrow. 


Accounting for Inflation 


Now I come to a much more hotly de- 
bated problem. If accountants give little 
heed to the things I have mentioned they 
are not likely, I fear, to give much atten- 
tion to the question of adjusting the 
accounts to counter the effects of infla- 
tion. It cannot be disputed that the de- 
clining value of the dollar, in this age 
of inflation, has played havoc with pub- 
lished accounts, regarded as reflections 
of the profits and financial position of 
large corporations. 

One or two illustrations may here be 
useful, taken from recent practical cases. 
Professor Albert L. Bell of Franklin and 
Marshall College gives, in The Account- 
ing Review for January, 1953, the fol- 
lowing results of conversion of the ma- 
chinery and buildings records of the 
Armstrong Cork Co. by use of two spe- 
cific price indices with 1913 as base. In 
1948, 1949, and 1950 conversion in- 
creases the charge for depreciation by 
95%, 81%, and 83%, respectively, rep- 
resenting from $2 million to $214 mil- 
lion each year. This is more than 20%, 
of the annual net profit of $10 million 
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In The Journal of Accountancy for No- 
vember, 1952, Mr. Paul Grady, C.P.A. 
gives the ratio of net income to equity 
capital for all United States manufactur- 
ing corporations, before and after price 
level adjustments to inventory, fixed cap- 
ital and depreciation, annually from 
1926 to 1951. Only in 1926, 1931, and 
1932 is the return shown to be greater, 
or the loss smaller, after adjustment than 
it was before. In 1951 conversion re- 
duces the rate of return from over 12% 
to just under 7%. 

Finally, in the National Association of 
Cost Accountants’ Bulletin for October, 
1952, Fladger F. Tannery, cites a case 
where a company started in 1922 with 
plant and equipment at $1 million. There 
have been few changes in the manufactur- 
ing process down to the present, the same 
equipment having been used throughout, 
with only ordinary repairs. Engineers 
now estimate, says Mr. Tannery, that 
within a year the equipment will have 
finished its useful life, the cost of vital 
major repairs being much more than that 
of new equipment. The cost to replace 
the original $1 million equipment will 
be well over $2 million. Here is the per- 
fect illustration of the vital necessity for 
retention in the business of so-called pro- 
fits to provide for the extra $1 million 
of capital required to maintain produc- 
tion, after years of inflation. Mainten- 
ance of production is something very diff- 
erent from expansion, for which the 
raising of fresh capital is, of course, 
quite justifiable. 


The Need for Action 
by the Accountancy Profession 


As a professor of accounting I am 
firmly convinced that sooner rather than 
later we must change our accounting 
principles and practice to meet the needs 
of an age very different from that in 
which such principles were formulated. I 
am greatly encouraged by Paul Grady’s 
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article referred to above. He is a prac- 
tising accountant, a partner in a great 
firm, and he strongly urges that the ac- 
countancy profession should assist in de- 
veloping methods of disclosing profits 
caused by falling dollar values. He 
would have the profession comment on 
the fairness of the presentations so made. 
He suggests that the time has come for 
the committee on accounting procedure 
of the American Institute of Accountants 
to publish a new research bulletin, super- 
seding its former recommendations 
against change. He would have no de- 
parture from historical costs as the nor- 
mal basis of accounting, but would have 
the Institute recommend disclosure of in- 
ventory profits caused by price level 
changes and of the annual depreciation 
provision adjusted to current dollar costs. 
In the case of inventories, he says, the 
opening inventories valued on a FIFO or 
average cost basis, would be converted 
to closing prices, and gains on LIFO in- 
ventory liquidations during the year 
would be separated. He would have the 
depreciation adjustment made by use of 
the consumers’ price level index of the 
Bureau of Labour Statistics. Disclosure 
might be made (1) by footnotes to the 
financial statements, (2) by adjustments 
in the income statements, whether sup- 
plementary or regular, (3) in supplemen- 
tary financial statements with all items in 
current dollars, the net income and sur- 
plus being reconciled with the historical 
financial statements. 

I mention this problem in some detail 
because I believe it to be the fundamen- 
tal problem facing the professional ac- 
countant to-day, and I know that it is 
general, though certainly not the unani- 
mous, opinion that nothing can be done 
about it. Yet of the seriousness of the 
problem there can be no question. 


United States Steel Corporation tried 
to deal with it in 1947, by making an 
extra charge of $26,300,000 against 
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profits, over and above provision for nor- 
mal wear and tear of $88 million, calcu- 
lated on historical cost. They were pre- 
vented by the Securities and Exchange 
Commission and the American Institute 
of Accountants, and made to reverse the 
charge in 1948, being allowed (but not 
for income tax purposes) the alternative 
of accelerated depreciation, which they 
adopted. 

In Britain in 1951 Imperial Chemical 
Industries Ltd. took action which could 
not be prevented. They wrote up their 
assets by £96 million sterling, crediting 
capital reserves, and proceeded to charge 
the profits with depreciation on the in- 
creased figure. The annual charge to 
profit and loss account was thus increased 
from £6 million to over £8 million. In 
addition the company is now appropri- 
ating £5 million per annum from ac- 
cumulated profits, to build up a reserve 
in respect of past underprovision for de- 
preciation, resulting from inflation. 

Another company in Britain, York- 
shire Copper Works Ltd., made _ its 
second quinquennial valuation of fixed 
assets at July 31, 1952, writing them 
up by £880,966 sterling to £2,462,821 
and charging depreciation on the re- 
valued figures. They have expressed the 
intention of revaluing in this way every 
five years and adjusting values upwards 
or downwards. The required increase 
in the 1952 depreciation charge is £70,- 
000, which means, says the chairman, 
that to maintain its profits in the condi- 
tions of inflation the company needs to 
earn an additional £280,000 — £70,000 
for depreciation and £210,000 for in- 
come tax, profits tax and excess profits 
levy on the illusory profit represented by 
the £70,000. 


A Point to Remember 


It must be emphasized that it is the 
charge against current profits for de- 
preciation on the increase in value of 
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the assets, resulting from falling dollar 
values, to which the traditional account- 
ant takes such strong exception. I think 
this charge is proper for I do not agree 
that there is anything binding in ac- 
counting tradition by which depreciation 
provision must be calculated only on his- 
torical cost. It seems to me quite use- 
less and dangerously misleading to re- 
port as profit the excess of income, cal- 
culated in current dollars, over current 
expenditures in current dollars and de- 
preciation provision only in dollars of a 
by-gone day, perhaps 10, 20, or 50 years 
ago. The result is bound to mean that 
part of the so-called profits is in reality 
capital which should be retained in the 
business to maintain, in inflated dollars, 
the productive capacity of the capital 
originally invested. It simply cannot be 
right to borrow from the public, whether 
by bonds or new stock issues, simply to 
maintain production and not expand it. 
I think of it from the point of view of 
the whole national economy, not of in- 
dividual shareholders. Consequently it 
cannot be answered, as so often happens, 
that it is unfair to the preferred stock- 
holder or bondholder that production 
should be maintained in this way for the 
benefit of the common stockholder. The 
productive capacity of the whole aggre- 
gate of productive concerns making up 
the resources of the nation has to be 
maintained. In times of deflation the 
reverse adjustments must be made, there 
is no doubt of that, but in the long 
run inflationary conditions will certainly 
be the main factor. 


It will be remembered that the com- 
mittee which conducted that investiga- 
tion of business income which was fi- 
nanced jointly by the American Institute 
of Accountants and the Rockefeller Foun- 
dation reported on these lines: ‘*. . . cor- 
porations whose ownership is widely dis- 
tributed should be encouraged to furnish 
information that will facilitate the de- 
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termination of income measured in units 
of approximately equal purchasing 
power, and to provide such information 
wherever it is practicable to do so as part 


of the material upon which the indepen-- 


dent accountant expresses his opinion’. 

In Britain the Association of Certi- 
fied and Corporate Accountants has re- 
cently published a study of actual ac- 
counting techniques for dealing with the 
problem, under the title “Accounting for 
Inflation”.*? The view is taken that the 
“cost of exhaustion of a fixed asset as a 
result of current utilization” is the de- 
pletion in its current capital value which 
results from its use . . . Business income 
determined on the basis of this principle 
constitutes true current operating profit.” 
This being so, an actual technique is 
worked out and fully illustrated for con- 
verting the traditional balance sheet and 
profit and loss account. The importance 
of this publication is that it comes from 
a body of professional accountants. The 
chartered accountants in Britain are as 
yet unconvinced, the incorporated ac- 
countants are much more in favour of 
change, the certified and corporate ac- 
countants have nailed their colours to 
the mast. In America the American In- 
stitute is still against action, though in- 
dividual members like George O. May, 
Percival Brundage, and W. A. Paton, and 
the American Accounting Association of 
university professors are outspoken in 
their advocacy of supplementary accounts 
converted to common dollars. In Canada 
there has been no official pronouncement 
on the subject. 


The Problem for C.A. Students 


I warn students not to be dogmatic in 
dealing with this subject. If they advo- 
cate change, as I hope they will, let them 
not fail to appreciate and state that the 


7 “Accounting for Inflation,” Gee & Co., Lon- 
don 


problem has great difficulties and that 
many reputable and thinking accountants 
are still for maintaining the séatus quo. 
In examination answers, above all, they 
should indicate that they have read both 
sides of the question. I must admit that 
published suggested answers to general 
questions on the subject, which have ap- 
peared in past examination papers of the 
Canadian Institute, have worried me by 
their assumption that the professional ac- 
counting bodies are solidly for maintain- 
ing no break with tradition. But I sug- 
gest that, at any rate, it is safe to empha- 
size that supplementary converted ac- 
counts under the professional account- 
ant’s signature can be issued without any 
essential break with tradition, the tradi- 
tional accounts being presented as before. 
This must be done for managements, in 
my opinion. 


Accounting for Pensions 

Among other problems of today one 
that will increasingly need the attention 
of the professional accountant is that of 
accounting for pension commitments, 
such as those which have been forced 
upon the great motor companies and 
others. If present-day wage agreements 
provide for these schemes, which will re- 
sult in the paying out of vast sums of 
money to employees on their retirement, 
then clearly the present costs of such com- 
mitments are just as much part of the 
wages cost of current production as is the 
present pay-roll. Many companies are 
funding these commitments outside the 
business, at least in part, while others in- 
vest in the business the amounts charged 
as provisions for pensions. Others pro- 
vide for the liability only as the em- 
ployees’ rights vest on retirement, a prac- 
tice which is most unsatisfactory. A com- 
plication is the accounting for past ser- 
vice pension costs. The American Insti- 
tute has recommended that these should 
be provided for as a charge against cur- 
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rent and future profits and not as an ap- 
propriation from earned surplus, because 
current and future production will benefit. 
The problem of investment of the vast 
sums involved is a difficult one, as will be 
seen when it is realized that, for exam- 
ple, the Bell Telephone Co.’s pensions 
reserve is over $1,100,000,000 and is in- 
creasing by more than $100,000,000 a 
year.® Sears, Roebuck & Co. are invest- 
ing their funds very largely in common 
stocks of the company itself, and the wis- 
dom of investing in carefully selected 
common stocks of other companies, as a 
hedge against inflation, is obvious. 


Buy - Build - Lend - Lease Financing 


The growing practice of leasing large 
capital assets to finance their cost is an 
important development in financial policy 
as a result of the shortage of equity cap- 
ital. The tenant assumes all the respon- 
sibilities and risks of full ownership, over 
a long term of years, with actual owner- 
ship in the end, and the question of ac- 
counting treatment is important. The 
independent accountant will certainly see 
that the commitment is clearly indicated 
in the accounts and that the profits bear 
their full share of depreciation, as if his 
client’s ownership of the assets were al- 
ready final. 


Accounting for 
Income Tax Purposes and Otherwise 


Not only in Canada is the gap between 
accounting for income tax purposes and 
generally accepted accounting principles 
a matter of concern to the accountancy 
profession. In the United States and 
Britain the problem is equally great, per- 
haps greatest of all in the former. The 
Journal of Accountancy of March, 1953 
quotes the Chairman of the House Ways 
and Means Committee of the United 


® The Journal of Accountancy, October, 1950, 
Prof. Paul Kircher. 
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States Congress as deprecating the neces- 
sity for many businesses to keep separate 
books for tax purposes and for stock- 
holders. He is said to have invited the 
American Institute’s Committee on Fed- 
eral Taxation to help in revision of the 
tax structure, to eliminate the “debris of 
conflicting, unsound, and inequitable 
laws, decisions and rulings which make 
our tax system the monstrosity it is to- 
day’. A hopeful sign is that Mr. T. Cole- 
man Andrews, C.P.A., a past president of 
the American Institute, has been ap- 
pointed the new Commissioner of Intern- 
al Revenue. 

We all know the accounting differ- 
ences between the income tax regulations 
as to depreciation in Canada and accept- 
ed practice — so serious that in Quebec, 
in many cases, three sets of accounts have 
to be kept, one for the Dominion Gov- 
ernment, one for the Quebec Govern- 
ment, and one for practical business pur- 
poses. Accountants seem now to be re- 
signed to this situation. In regard to 
reserves for services not yet rendered, the 
Dominion Government has made conces- 
sions to joint representations of account- 
ants and lawyers, an encouraging sign 
that change is possible if the profession 
is vocal enough. Here is indeed a field 
for the professional accountant’s atten- 
tion. Membership of the Canadian Tax 
Foundation gives the opportunity for ac- 
countants and lawyers to combine in this 
direction. 


The Dominion 
Companies Act Amendment 

The Dominion Companies Act of 1934 
is ripe for amendment, and a committee 
of the Canadian Institute of Chartered 
Accountants has already drafted recom- 
mendations. These recommendations 
have been submitted to the provincial 
Institutes and members have been asked 
for their comments. This is a matter 
of far-reaching importance and it is to 
be hoped that all chartered accountants 
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Professional Accountancy 


are carefully considering it. I have my- 
self been surprised to see that no sug- 
gestion has been made by the Canadian 
committee as to the necessity for publica- 
tion by a holding company of its own 
financial accounts, in addition to the con- 
solidated statements which it is at present 
allowed to publish alone. As is well 
known consolidated statements can some- 
times be misleading and, in my opinion, 
the holding company’s own position needs 
separate treatment. It interested me also 
to see that the committee was not unan- 
imous in its wish to have abolished the 
present right, under section 12, to credit 
to distributable surplus a portion of the 
funds raised by an issue of no-par-value 
shares. I can think of little that is less 
justifiable than this provision, as a gen- 
eral right of all companies, for it goes 
against essential principles of sound ac- 
counting. I have recently been interest- 
ed in the question of no-par stock, be- 
cause of enquiries from overseas, where 
a commission is once more investigating 
the desirability of making such issues 
legal in Britain. The whole subject of 
the advantages and dangers of such stock 
is well worth careful consideration, but I 
rather doubt whether we give much 
thought to it over here. At any rate, if 
the distributable surplus has been regard- 
ed as a natural adjunct of the no-par 
share here is at least one feature not to 
be adopted by Britain. 


A Summing Up 
of Professional Accountancy 


In this address I have made no attempt 
to give a comprehensive definition of ac- 
countancy. Perhaps the definition has 
built itself up as we have proceeded and 
I can now draw the threads together. 
You will remember that I quoted among 
the New Brunswick objects “to endea- 
vour to bring about a greater degree of 
efficiency in those engaged in book-keep- 
ing” and “to encourage improved meth- 
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ods in book-keeping’. It is necessary, I 
think, to be very clear in what way this 
“book-keeping” differs from “‘account- 
ancy”. The difference resides in all the 
various features I have discussed — ima- 
ginative study and training; wide reading 
in accountancy and allied subjects, so that 
breadth of vision becomes natural to the 
student; the habit of thinking things 
through and not accepting them at their 
face values, which means an analysis of 
principles and a readiness to discard or 
adapt what no longer seems to stand the 
test of a new age; the ability to account 
for and justify apparently fundamental 
rules such as that of ‘the lower of cost 
or market” for inventory valuation; 
soundness of judgment to distinguish be- 
tween capital and revenue transactions 
and explain the distinction, to decide the 
problems of divisible profits and divi- 
dends by reference to theory and case law, 
to advise on the countless problems that 
arise in dealing with the affairs of clients. 
All these are the breath of life to the 
practising accountant and they are all 
things which transform the prosaic and 
repetitive monotony of book-keeping, at 
someone else’s dictation, into the inspir- 
ed freedom and creative production of 
accountancy. The accountant in industry, 
the controller who heads the finance de- 
partment, acting as the financial prophet 
of management, has to be equally alert, 
far-sighted, and imaginative. For the 
true accountant, whether in practice or in 
industry, should never have a dull mo- 
ment. The business affairs of today carry 
enough challenges to keep him alert and 
eager to be doing. At no time can the 
professional accountant think he has 
learned his skill and earned the right to 
put aside his books. Today’s accounting 
periodicals are brimming over with new 
ideas to be tested, with new theories to 
be considered, and the accountant who is 
prepared to read cannot possibly become 


stale. 
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The Importance of Case Law 


One last word to the student. Never 
despise past case law. I myself think 
that case law is too little regarded in this 
country, in examinations and in class 
rooms — probably in the latter because 
of the former! A study of famous cases 
can be fascinating and most rewarding. 
Cases properly learned in one’s youth are 
never forgotten. They can be drawn on 
for illustration in examinations putting in 
some evidence of the study of which ex- 
aminers are so sceptical, and they can 
save so much involved and tedious ex- 
planation. You can get humour out of 
cases, as in the case of Bond v. Barrow 
Haematite Co. where the mine was a 
“floating” asset in two senses of the word, 


A Recent Book 





Employee Remuneration and Incentives, 
published by the Institute of Cost and 
Works Accountants; distributed by 
Gee & Co., London; pp. 70; price 7/6 


This study by the Research and 
Technical Committee of the Institute 
of Cost and Works Accountants of 
Great Britain is a successful attempt 
to outline the factors influencing wage 
remuneration. It compares the various 
plans available which provide incen- 
tives in the wage structure and also 
puts into a working perspective the 
considerations affecting the design of 
the wage structure. It should be use- 
ful to unions as well as to manage- 
ment. 

A brief but interesting introduction 
deals with the history of wages as far 
back as the labour shortage caused by 
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(1) because it represented inventory of 
raw materials, though yet unmined, and 
(2) because it was flooded out. You 
can get excitement, incredulity, admira- 
tion — all the emotions which enliven 
dull reading and make it memorable. For 
incredulity and excitement read ‘The 
Greatest Accountant in the World’, in 
“Studies in Accounting”, edited by Pro- 
fessor W. T. Baxter of London Univers- 
ity. I seriously advise all accounting 
students to memorize the essentials of, 
say, five prominent cases in each of their 
five years of training, and they will have 
twenty-five cases to quote from for life. 
It is amazing what a reputation for learn- 
ing such an ability is calculated to give! 


the Black Death of 1349. After stat- 
ing quite succinctly the underlying 
principles of remuneration, the com- 
mittee has considered the methods used 
to provide incentives, including profit- 
sharing as well as those of a non- 
monetary nature. Later chapters dis- 
cuss the characteristics of the various 
systems of payments in use and the 
effect of economic, social, and political 
factors on wages as a whole. 

A chapter on present tren@s makes 
some good observations on a national 
wages policy and the current demand 
for increased productivity. It points 
up the problem of how to measure 
productivity and states that consider- 
able research is now being done on 
this complex question. 


M. S. SUTHERLAND, C.A. 


Hamilton, Ontario 
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Management Accounting 
* In the United States 


By Lloyd O. Morley, C.A., A.S.A.A. 


A summary report by a specialist British management 
accounting team to the Anglo-American Council on Productivity 


NT CE ET ES EEE EE NL EIEN IN SEINE TREE RE IR APICES A eR RENNES 6S 


_. Anglo-American Council on 
Productivity was formed in the 
autumn of 1948 on the initiative of 
the late Sir Stafford Cripps, at that 
time Chancellor of the Exchequer in 
Britain, and Mr. Paul Hoffman, then 
Economic Co-operation Administrator 
in the United States. It is composed 
of representatives of management and 
labour in both countries. The pur- 
pose of the Council is to promote 
economic well-being by a free ex- 
change of knowledge in the realm of 
industrial organization, method, and 
technique and thereby to assist British 
industry to raise the level of its 
productivity. The principal means 
adopted to achieve this end is to send 
to the United States industrial teams 
to study American production meth- 
ods, to report their observations and 
findings, and to make recommenda- 
tions. A considerable number of re- 
ports have been prepared and pub- 
lished. 

The report on ‘Management Ac- 
counting” was produced for the Coun- 
cil by a British specialist team of 12 
members, most of whom were either 
accountants or executives in industry. 
The principal British bodies of ac- 
countants were consulted before the 


team was formed and gave their ap- 
proval and financial support to the 
project. The team visited the United 
States in April, May, and June, 1950, 
and was given unusual opportunities 
to study American management ac- 
counting in practice. It received 
valuable help in effecting introduc- 
tions to business firms and in many 
other ways from the National Associa- 
tion of Cost Accountants, the American 
Institute of Accountants, and the Con- 
trollers Institute of America, as well 
as from the New York office of the 
Anglo-American Council on Produc- 
tivity which planned visits and ap- 
pointed a project manager for the 
team. 


In the course of its enquiry the 
team or, more usually, small groups 
of the team visited about 60 com- 
panies, most of which were large na- 
tionally-known corporations located in 
the north-eastern States or the Chicago 
area. It also visited four schools of 
business at universities in these areas. 
On completion of its visit the team 
produced a report 71 pages in length? 


1 Obtainable from the Anglo-American Coun- 
cil on Productivity, 21 Tothill Street, Lon- 
don S.W.1.. price two shillings. 
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which is addressed primarily to execu- 
tives and accountants in industry but 
which is of interest to a wider group. 
In this article an attempt has been made 
to summarize those sections of the re- 
port which are of general interest to 
Canadian accountants. No attempt has 
been made to comment on the British 
team’s report, and many of the sen- 
tences which follow have been repro- 
duced verbatim from the report. 


Terms of Reference 


The terms of reference of the British 
team were: 


“To find out what accounting, cost- 

ing, and statistical information is 

provided for American management 

at different levels, by what methods 

it is obtained, and how it is used.” 

In its report the team defined man- 
agement accounting as the presentation 
of accounting information in such a way 
as to assist management in the creation 
of policy and in the day-to-day operation 
of an undertaking. 


General Survey 


Here are the salient points on which 
the team commented under this heading: 

It is clear that American industry 
makes little attempt to measure produc- 
tivity, preferring to rely on unit costs. 
Americans are convinced that productivi- 
ty must be increased if the cost of the 
product is to fall. 

In the opinion of the team, after very 
careful consideration, the greatest single 
factor in American industrial supremacy 
is the effectiveness of its management at 
all levels. The effectiveness of American 
management and accounting rests not on 
technical superiority but on their thorough 
application of techniques which are as 
well known in Britain as they are in 
the United States. American manage- 


ment has, as the mainspring of all its 
actions, the well-founded belief that unit 
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costs must be reduced each day and every 


day, year in and year out. They are 
aware that, if the unit costs in real terms 
are not continuously reduced, the stand- 
ard of living will not rise and the raising 
of the standard of life is a religion to 
Americans. 


As low cost is the main object of 
American industry, no premium is placed 
on craftsmanship for its own sake. Only 
so much accuracy and refinement of finish 
are put into the article as are necessary 
to meet the standard of the quality range 
for which it was originally designed. 


The urge to reduce costs involves 
management in a restless search for 
cheaper and better methods of manu- 
facture. Cost reduction means fewer 
people producing more goods, and those 
who are no longer required are thrown 
on the labour market. Labour so far has 
been prepared to accept such changes as 
a condition of national progress and of 
the raising of the standard of living. 


The freedom of competition which 
exists in the United States undoubtedly 
is a most important reason for the drive 
for lower unit costs. (The team ques- 
tioned whether price agreements and 
quotas were having an adverse effect on 
the British economy by restricting tech- 
nological advance. They suggested that 
it would be a real service to British indus- 
try if an independent commission could 
inquire into the nature of these agree- 
ments, report on their effect on British 
industry, and express an opinion as to 
what would happen if restrictive prac- 
tices were removed.) 


A new generation of managers has 
risen, many of whom have had training 
in management at the business schools 
attached to universities, who have learned 
the value of figure statements and what 
can be reasonably inferred from them. At 
the same time many accountants have 
realized that service to management is 
their main objective. 
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Management Accounting in the United States 


Organization 

Companies make a point of publishing 
their organization chart to all levels of 
management. The financial, accounting, 
and costing functions are strongly repre- 
sented at top executive level in the U.S. 
The majority of companies have a treas- 
urer and a controller, and some large 
companies also have a financial vice- 
president. The controller, as his name 
implies, is much more concerned with 
control through figures than with mere 
recording. He is constantly in touch 
with the problems that face management 
and is used by his colleagues to provide 
information at the very earliest stages of 
policy formation. This has had profound 
effects on the attitude of the controller 
to his procedures: he has developed the 
interpretive function of accounting and 
relegated the recording function to a 
subordinate position. All the organiza- 
tions studied emphasized that the con- 
troller belonged among top management. 
Both management and accountants realize 
that the primary purpose of accounts and 
costs should be to guide management in 
planning the future. This realization 
springs from the desire of management 
to base its decisions on facts and reasoned 
forecasts. 


Top Management Control 


The presentation of information to the 
board and to top executive management 
is fundamentally different. 


In most instances long tabulations of 
figures in great detail are presented to 
the board each month. These reports are 
usually ready about the middle of the 
following month and always include a 
balance sheet and profit and loss account, 
and often statements of position of stocks 
(inventories), disposition of funds or 
working capital, capital expenditures, for- 
watd commitments, sales, production, and 
other appropriate statistics. The board is 
primarily concerned with the financial re- 
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Mr. Lloyd O. Morley, C.A., 
A.S.A.A. spent his earliest years 
in Saskatchewan but was educated 
in England when his family re- 
turned there just before the de- 
pression. In 1938 he was admit- 
ted to the Society of Incorporated 
Accountants and Auditors. After 
World War II he came to Canada 
again and is now a supervisor 
with Price Waterhouse & Com- 
pany in Toronto. He is a member 
of the Ontario Institute. 





sults of the company and leaves opera- 
tional policy to the officers. 

There are great differences between one 
company and another in the control meth- 
ods and consequently in the reports re- 
quired by the top executives. Much de- 
pends on the character and methods of 
the president, the sort of officers whom 
he collects around him, and the methods 
and ability of the controller. Certain 
definite characteristics of top executive 
control are, however, distinguishable:— 

(a) Great efforts are made to reduce 
the quantity of routine reports given to 
the officers and senior executives. The 
trend in the most advanced companies 
is to keep routine reports to an absolute 
minimum and rely upon special reports 
given by the controller or his staff on 
urgent problems. 

(b) Forecasts are common and are 
usually worked out by a budget com- 
mittee or by the controller in consultation 
with the various officers. Often a num- 
ber of different forecasts are prepared 
at the same time to estimate the effect 
of alternative courses of action. When 
changing circumstances render forecasts 
and budgets out of date, they are without 
hesitation scrapped and new ones made 
out. 

Reports on current results are compared 
with the forecast or some agreed standard 
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of performance rather than merely with 
the past. 


(c) Centralization of control but de- 
centralization of responsibility is the key- 
note of American management. Targets 
are set. Every subordinate is judged by 
the results he achieves and is given as 
free a hand as possible in his method of 
achieving these results. 


(d) There is a clear difference be- 
tween the kind of information the senior 
and junior management require. Senior 
management is concerned with planning 
the future and setting control targets; 
therefore it spends more of its time study- 
ing forecasts and budgets. The nearer 
a manager is to the shop floor or to the 
customer, the more he is interested in 
the comparison of current results with 
budgets as a guide to immediate action. 


Most companies use some sort of bud- 
getary control. The period covered by 
the forecasts varies considerably and may 
be as short as a month or as long as a 
year. Sometimes a rough forecast is made 
for a longer period, say a year, and the 
firm budget for control purposes fixed at 
shorter intervals, say every quarter. In 
a great number of companies budgets are 
made for an indefinite period with stand- 
ard expense allowances varying auto- 
matically according to the volume of ac- 
tivity. 

Once a target has been set which is 
measurable in figures, the officers expect 
their managers and foremen to reach that 
result. They give guidance on policy and 
any help or advice that is required, but 
do not give detailed instruction as to how 
to achieve the results. One of the con- 
sequences of this attitude is the necessity 
of determining exactly for which items 
of expense and for which results each 
manager or foreman is responsible. This 
has the very valuable effect of requiring 
a clear-cut organization with well de- 
fined limits of responsibility. A further 
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consequence is the necessity of getting 
subordinates to agree to the standards 
by which they will be judged. Some com- 
panies get them in the first instance to 
establish those standards, which are then 
checked, whilst in others the standards 
are set in the controller’s office and agreed 
by the person for whom the standard is 
set. The advantage of this development 
is that as the individual manager, what- 
ever his level, knows his responsibilities 
and the limits of his power, he feels 
a freedom and a confidence that let him 
get on with the job. This is one of the 
main reasons for the vigour of American 
management. 

Reports of results are usually express- 
ed in terms of actual, standard, and vari- 
ances over and under standard. Officers 
and managers usually get only those re- 
sults which concern the part of the busi- 
ness for which they are directly respon- 
sible. Reports are often handed out per- 
sonally by the controller or a senior mem- 
ber of the staff, with a verbal explanation 
of the figures. The controller's close 
working with the management has made 
him acutely conscious of the time factor 
in his submission of reports. 


Design and Manufacture 
Control of Project Costs, etc. 


New products are discussed and de- 
cided upon at board level. 

Every firm visited controls expenditures 
for all new projects, though the method 
of control varies between firms. 


Quality does not suffer as a result of 
standardization or mass production. It is 
just as possible to produce large numbers 
of high-quality articles by the proper 
planning of tools, jigs, and fixtures, and 
by careful inspection, as to produce small 
quantities by the exercise of skill and 
craftsmanship. It is not considered ef- 
ficient to design and plan for parts of 
higher quality or better finish than neces- 


sary. 
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Management Accounting in the United States 


When the adoption of new processes 
involves the purchase of new equipment, 
the purchase requests are invariably ac- 
companied by a detailed analysis of the 
economies which should result. Reports 
comparing actual costs with budget are 
issued to all concerned, usually monthly, 
as the project is developed. In the opin- 
ion of American management the efforts 
which are being made to control develop- 
ment expenditures assist in keeping ex- 
penditure down and in making develop- 
ment engineers cost conscious. 


Relations between Accountants 
and Shop Administration 


The friendliness and understanding be- 
tween the controller's department and the 
shop supervisors are remarkable. Every- 
one connected with shop management 
looks upon the controller’s department as 
an essential service to production and not 
merely as outsiders charged with putting 
a curb on expense. The amount of tech- 
nical knowledge in cost offices is remark- 
able, and many accounting executives 
have had a technical as well as a pro- 
fessional training. 


Job Evaluation and Time Standards 

In almost every plant visited produc- 
tion jobs have been evaluated to compare 
with one another and to enable reason- 
able labour rates to be negotiated with 
the union. 

Nearly all plants also employ experts 
in time study, who not only provide 
standards for routine operations but also 
produce comparative estimates of the pos- 
sible savings effected by the introduction 
of new methods or new machines. 


Labour control is mostly exercised 
through standard times, which are com- 
pared with the actual time taken to show 
the efficiency of individual men. 

Scrap is controlled with great care be- 
cause it is considered a waste of valuable 
production time and of material. 





301 


Inspection 


Inspection generally appears to be kept 
to the minimum necessary to maintain 
the required quality. If the reports 
on a piece part or process show over 
a period of time that rejects are few, 
inspection will be removed. Investiga- 
tions are often made of the cost of 
inspection compared with the cost of 
allowing a certain percentage of reject 
parts to pass to the next stage of manu- 
facture. In this way a close control is 
maintained of inspection costs. 


Continuous sampling schemes and sta- 
tistical quality control methods are in use 
in many factories, and it is common to 
find the inspection department under the 
jurisdiction of the quality control de- 
partment. 


Costing 

Cost consciousness is the outstanding 
feature of the American industrialist, and 
the industrial accountant has been called 
upon to play a great part in the manage- 
ment of American industry as adviser and 
counsellor. The one aim of the indus- 
trial accountant is to serve management, 
and he designs his whole system of re- 
cords and reports to this end. The con- 
troller’s personal touch with the manage- 
ment is very close, and he gets into the 
habit of thinking in its terms. His ap- 
proach to figures therefore is to look 
ahead rather than back, and he is con- 
stantly making special reports on par- 
ticular subjects, either on his own initia- 
tive or at the management’s request. He 
is prepared to sacrifice bookkeeping ac- 
curacy in order to get quick results. 

There is no standardization in the 
type of cost system the American account- 
ant uses. Nearly half the firms investi- 
gated used a system of standard cost con- 
trol in the form generally associated with 
this title, but many more use some form 
of standards, forecasts, or budgets as a 
guide to efficiency. In general, there is 
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no distinction between financial records 
and cost records. Accounting is one in- 
tegrated whole with the controller at the 
head of the department, supported by 
two sectional chiefs in charge of the 
costing and of the accounting records. 


Education For Management 


The realization that men need training 
before they can become good managers 
led at the turn of the century to the es- 
tablishment of schools of business in a 
number of America’s leading universities. 
The success and rapid growth of these 
schools has in a large measure been due 
to their close cooperation with the busi- 
ness world. The policy of the schools of 
business is to find out what is required 
of managers and then attempt to supply 
it. 


(4) Harvard School of 
Business Administration 


The dean is a director of several large 
industrial enterprises and in this way 
keeps in close touch with the business 
world. Many of the professors have had 
experience in business with which they 
maintain constant contact through gather- 
ing case histories and undertaking re- 
search, and all members of the faculty 
are expected to spend on an average ten 
hours a week in outside consulting acti- 
vities. Much of the time they are not 
teaching but doing. 


The graduate course is of two years 
duration. The first-year course of study 
consists of one integrated course — Ele- 
ments of Administration — broken down 
into six subjects: marketing, production, 
finance, control (the use of figures in 
administration), administrative practice, 
public relationships, and responsibilities. 
In the second year the student chooses a 
field of interest to him and explores it fur- 
ther. Over-specialization is discouraged 
and each second-year student is required 
to take a course on administrative policy, 
which stresses: 
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(a) Diagnosis of business situations 
wherein the real nature of the existing 
business problem is not obvious and 
can be found only by the able execv- 
tive. The problem is set to the class- 
room which forms a discussion group 
presided over by the instructor, and 
emphasis is placed on drawing from 
each student his appraisal of the prob- 
lem and his solution based upon the 
evidence submitted. 

(b) The functions of top business execu- 
tives who must coordinate all phases of 
a business into a successful and happy 
going concern. 

The advanced management program is 
an intensive course of study for experi- 
enced executives, intended for men who 
have been sent by their own organiza- 
tions and are considered by top manage- 
ment to be capable of assuming greater 
administrative responsibility in the future 
with those organizations. The course is 
of more than 12 weeks duration and, us- 
ing case studies, provides concentrated 
study in appropriate subjects. 


(5) Massachusetts 
Institute of Technology 


A four year course has been developed 
in which students are given a good 
grounding in basic engineering. Follow- 
ing this they are taught business adminis- 
tration. The object of the whole course 
is to train students to become able ad- 
ministrators of technical units. The stu- 
dents are taught how to make intelligent 
use of accounting data. However, Mass- 
achusetts Institute of Technology is 
primarily an institution for training tech- 
nicians, and only one in ten of the stu- 
dents chooses the more general field of 
industrial administration. 


The Faculty of Industrial Engineer- 
ing at Columbia University and the 
Chicago University School of Commerce 
were also visited and brief comments 
made on the work carried on there. 
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Management Accounting in the United States 


Conclusions 


The team summarized its conclusions 
as follows: 

1. The most significant factor in Amer- 
ica leading to high production at low cost 
is efficient management. Americans are 
always ready to make use of technical ad- 
vances to improve their efficiency, realiz- 
ing that only so can they raise the stand- 
ard of living. This readiness is all the 
greater since the strict enforcement of the 
anti-trust laws prevents the growth of 
price agreements, quotas, and restrictive 
practices. 


2. American managements are continu- 
ually looking towards the future. They 
appreciate the need to base their decisions 
on factual information about the past and 
present and on reasoned forecasts of the 
future. 

3. Their method is to set themselves 
targets which are as high as appear from 
facts and forecasts to be capable of 
achievement. 

4. They are continually measuring 
their actual results against the target they 
have set themselves. 

5. They have no hesitation in changing 
plans, methods, procedures, or organiza- 
tions, if they think they can get nearer 
their target by doing so. 


6. They have equally no hesitation in 
changing their target if changing cir- 
cumstances make it unattainable or too 
easily attainable. 


7. Responsibility is decentralized to 
the limit. 

8. The responsibility of each manager, 
to the level of foreman, is clearly defined 
in terms of functions, results, and expen- 
diture for which he is responsible. 


9. Two main uses of accounting and 
costing information can be distinguished: 
for planning and for control. 

10. For planning, forecasts are needed 
both of the trend of outside events be- 
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yond the control of management and of 
the probable results of alternative courses 
of action. 

11. For control, actual results must be 
compared from time to time with set 
targets to see whether plans are working 
out successfully or whether changes in 
policy are needed. 

12. It is the means of control pro- 
vided by the accounting and costing func- 
tion which enables decentralization of re- 
sponsibility to be carried out so thorough- 
ly and effectively. 

13. Plans are translated into budgets 
and budgets broken down into targets for 
individual managers and foremen. The 
results achieved by each manager and 
foreman are frequently compared with 
the set target. 


14. There is a difference in the use 
made by senior and junior management 
of accounting information. Senior man- 
agement spends much more of its time 
considering the future and studying fore- 
casts and budgets for the purpose of plan- 
ning and setting targets, whereas junior 
managers are more interested in studying 
recent actual results in comparison with 
budgets as a guide to immediate action. 


15. There is a difference between the 
type of report to boards of directors and 
executive officers. The boards of di- 
rectors expect and receive voluminous 
financial information every month. Al- 
though many of the officers and senior 
executives also receive board reports, they 
do not regard them as the main source 
of control information. 


16. The controller in many companies 
makes every effort to keep routine reports 
to executives to a minimum. He and his 
staff devote more and more time to the 
compilation of special non-recurring re- 
ports on subjects which are occupying the 
attention of management. 

17. Long elaborate written reports are 
avoided. Much of the most valuable in- 











304 The Canadian Chartered 
formation passes in personal contact be- 
tween the controller's department and all 
levels of management. 


18. The controller has a good under- 
standing of management problems and 
technical processes. He is always kept 
fully informed as to what is going on in 
the business. 

19. The speed and service which the 
controller gives to the management are 
outstanding and impressive. Practically 
every company uses some form of budget- 
ing, although it is often called by other 
names. Some form of standard costs is 
in use more often than not. Historical 
costing was seldom found. 

20. Rather than use elaborate flexible 
budget techniques, it is the practice to 
set long-term budgets for cost ascertain- 
ment and prices, and during the lifetime 
of this budget to set many short-term 
budgets which are used for control pur- 
poses. Technically this means, of course, 
budgeting for a variance. 


21. Managers and industrial account- 


Books Received 


Memoria de la Segunda Conferencia 
Interamericana de Contabilidad; pub- 
lished by Patronato para el Fomento 
de la Contabilidad en Mexico, A.C.; 
pp. 784, photographs and index; price 
$60 (Mexican) 





This imposing volume contains the 
reports and resolutions of the Second 
Pan-American Conference on Account- 
ing which was held in Mexico in 1951. 


The Michigan Business Receipts Tax, 
by Peter A. Firmin; published by the 
School of Business Administration, 
University of Michigan; Ann Arbor, 
Mich., 1953; pp. 149; price $2.00 U.S. 

The business receipts tax imposed by 


Michigan in 1953 is purported to be 
the first attempt in the United States 
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ants are conscious of the gap between 
management and accountancy and of the 
need to bridge this gap. On the whole 
they have succeeded far beyond the 
normal achievements in Britain. 

22. Management is convinced that 
academic training for business is worth- 
while and supports in every way the 
graduate and undergraduate schools of 
business. The quality of the staff em- 
ployed by the schools is high. They are 
practical men in close touch with indus- 
try and are expected to spend a propor- 
tion of their time doing consulting work 
lest they become too academic. 

23. Office organization is noteworthy. 
The office is obviously considered to be 
just as important as a production depart- 
ment and the same care is given to or- 
ganization of staff, planning of work, 
and physical conditions. 

24. As distinct from shop labour, cler- 
ical labour is trained to do several jobs 
and is flexible, making for considerable 
economy of effort 


to base a tax on the value which a 
business endeavour adds to a prod- 
uct, commodity, or service. The author 
makes comparisons with business taxes 
in other States and then studies the 
impact of such a tax on different kinds 
of business activity. 


An Administrative Case Study of Per- 
formance Budgeting in the City of 
Los Angeles, by George A. Terhune; 
published by the Municipal Finance 
Officers Association, Chicago; pp. 32; 
price $1.25 

Here in detail is the procedure 
which a municipal organization has 
followed to introduce performance 
budgeting, sometimes called program 
budgeting, into its various departments 
and agencies. 
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Formal Education 





And Internal Auditing 


By S. G. Hennessey, B.Com., C.A. 
Institute of Business Administration, 
University of Toronto 


Narrow technical training is not sufficient 
for the internal auditor who is to play his part in management 





eo for business responsi- 

bility in political democracies, of 
which this subject is a part, has been 
generally recognized as a great chal- 
lenge only during the last few years. 
This recognition has come about in 
part as a result of the very great pres- 
sures which have been placed upon 
private ownership and the profit mo- 
tive during the past decade. The de- 
velopments in education for business 
which have taken place and which are 
presently planned reflect the willingness 
of business organizations to examine 
the changing needs of the business 
community. 


Formal Education and Staff Training 


Business education is often broken 
into two parts, “formal education” and 
“staff training”. In brief, this division 
seems to me to recognize, first, the role 
of the established educational institu- 
tions and, secondly, the responsibilities 
which must be assumed directly by busi- 
ness for the development of suitable 
staff. While this separation is useful 
for some purposes it should not be 
stressed unduly since there is a single 
common objective, and the same people 


are under consideration in each case. 
Also, it seems to me, the two must be 
more closely related if each is to be 
most effective. 


Education has to do with the develop- 
ment of character, with the strength- 
ening of mental powers, with the 
improvement of perspective and per- 
ception; training is more nearly re- 
lated to technical knowledge and abil- 
ity, to the acquisition of skills which 
are very often physical in nature, to the 
acceptance of established routines and 
objectives. The two are, however, 
closely related and run together. Edu- 
cation may be “formal”, that is in asso- 
ciation with an educational institution; 
or it may be “informal”, the result of 
individual effort and arrangements of 
many kinds, through reading, travel, 
study groups, and so on. For some 
people the educational process ends 
substantially when they “leave school”; 
for others it is a continuous life-long 
process on either or both of a “formal” 
or “informal” basis, as the terms are 
used in this paper. 


Formal education may be discussed 
as primary, secondary, and advanced, 
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and each is important, of course. In 
this paper attention will be focused at 
the university level since this is the one 
with which I am most familiar. 

Staff training includes a great variety 
of activity undertaken by any organiza- 
tion to improve the qualifications and 
performance of its employees. Much 
of it is specific and technical and an 
essential part of the process whereby 
effective and productive employees be- 
come available. 


Internal Auditing 


Now, let me make two specific state- 
ments related to internal auditing and 
the internal auditor: first, the internal 
auditor is a member of the manage- 
ment group, and, secondly, the formal 
education which is appropriate to in- 
ternal auditing is not very different 
from that which is suitable for other 
managerial positions. 


The first of these statements need 
hardly be emphasized. The internal 
auditor is an administrator. He par- 
ticipates in the formulation of policy 
decisions as a part of the administra- 
tive control mechanism. The internal 
auditor is a member of the staff, as 
opposed to line, organization, 


With my second comment you may 
not agree so readily; you may feel that 
very special educational arrangements 
are necessary for internal auditors, even 
though you accept my first suggestion. 
Much of what follows is in support of 
this second contention, i.e., no elabor- 
ate special educational arrangements 
seem to be necessary for a useful career 
in internal auditing — the basis which 
is appropriate for most business car- 
eers is suitable here too. As initial 
support for this claim I would state 
that the internal auditor frequently has 
unusual opportunity for advancement. 
Because of the confidential nature of 
many of his duties, his company-wide 
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point of view, and his association with 
every aspect of the life of the organiza- 
tion, he is very likely to be considered 
when senior appointments in the line 
organization are being made. More- 
over, the internal auditor is today ex- 
pected to have a comprehensive point 
of view, not a narrow technical ap- 
proach to his work. I suggest there- 
fore that it is unlikely that two very 
different educational backgrounds are 
necessary. 


Education for Management 


Let us now direct our attention to 
the more general question of ‘‘educa- 
tion for management”. In recent years 
much energy has been devoted by many 
able people in an effort to understand 
the problems involved in providing 
executive leadership in a free society. 
Formal education has received much 
attention in this connection. Let us 
examine two or three of the basic prob- 
lems briefly. 


What should be the nature of the 
formal education of those men and 
women who plan a career in business? 
This question should be of fundamental 
interest to businesss men and educa- 
tors alike. Consideration of it leads 
quickly to other questions: does busi- 
ness need men and women with a broad 
basis of education? If there is to be 
some or a lot of specialization, at what 
point should this begin? To what 
extremes should it go? 


The internal auditor might ask these 
same questions more directly: what 
background is best for the young 
people who come into my department? 
How much should they know about 
accounting, auditing, law, and the 
theory of administration when they 
leave school? How much can educa- 
tional institutions assist in their de- 
velopment and progress after they come 
to me? 





: 
f 
' 


RARITIES 


on prems SRR NETH 






vith 
iza- 
red 
line 
ore- 


oint 
ap- 
ere- 
ery 
are 


to 
1ca- 
ars 
any 
ind 
ing 
ty. 


us 


ob- 


the 
ind 
ss? 
tal 
ca- 
ids 
1Si- 
ad 
be 
hat 


rat 





SO REMIT TRA) SOR RM! 


ROR SEN RS IRI CSTE 


RR a 


iam eaiaante etnadaceieaeniamnene aaa iene 





Formal Education and Internal Auditing 


In answering, we must keep in mind 
some of the important characteristics 
of modern business in our society. One 
dominant feature in recent years has 
been ever-increasing specialization, the 
subdivision of functions. Inevitably this 
has created acute problems of coordi- 
nation. Businessmen are narrowing 
their range of vision by specializing 
at a time when the need for a broad 
view and understanding is increasing 
in importance. I am sure that these 
statements are sufficient reminder of 
the ever-increasing complexity of busi- 
ness life and of the importance of effec- 
tive communication in it. 


There seems to be growing agree- 
ment among administrators and educa- 
tors that formal education should be 
of a general nature. Many recent re- 
ports make clear that young people 
going into business, industry, govern- 
ment, or the services should be encour- 
aged to develop analytical, critical at- 
titudes, that they should strengthen 
their ability to think and to express 
themselves orally and in writing. Many 
investigators have concluded that for- 
mal education should provide a back- 
ground against which young people 
will be able to assume specialist's duties 
without serious loss of perspective. A 
fitting preparation for business life 
must allow them to see clearly their 
own position in their organization and 
in society. As an example, the Institute 
of Chartered Accountants of Ontario in 
a brief to the Royal Commission on 
Education in Ontario submitted in part: 
“Those who enter the field of profes- 
sional accounting should have a general 
rather than a vocational training at 
school. Specialization should come 
after they leave school . . . emphasis 
should be on the man and his general 
background, not in terms of specialized 
knowledge and training.” 


Through emphasis on formal educa- 
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Admitted to the Ontario Institute 
in 1946, Professor S. G. Hennes- 
sey, B.Com., C.A. is at present a 
member of the staff of the Insti- 
tute of Business Administration, 
University of Toronto. He is 
director of the management con- 
ferences conducted by the Uni- 
versity and is associated with a 
variety of activities related to the 
development of executives. 





tion of a general nature we may secure 
a more constant flow of young people 
who are able to progress, very often 
through the internal audit section, to 
positions of major importance. In 
this way the worst effects of specialist 
duties, which are almost inevitable early 
in every career, may be minimized. 
Appropriate education should mean 
that each specialist assignment adds to 
a man’s ability to see each specialized 
responsibility in its relationship to all 
others. This ability is essential in any 
senior administrator. 


Subject Matter 


This leads us to a consideration of 
the specific subjects to be studied by 
young people going into business. 

From what has just been said it seems 
to follow that any broad course of 
study, so long as it includes subjects of 
true cultural significance, would be 
valuable and appropriate. I am sure, 
for example, that history, languages 
(particularly English), art, and philoso- 
phy are entirely appropriate to the for- 
mal education of a young man going 
into business. Such studies will de- 
velop critical attitudes, ability to com- 
municate, and a sense of proportion, 
and these qualities, I have already sug- 
gested, are fundamental to a useful 
career in business, whether as an inter- 
nal auditor or the president of a bank 
or of a large manufacturing establish- 
ment. 
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Of course these subjects in the liberal 
arts tradition do seem to provide only 
an indirect approach to the develop- 
ment of internal auditors or of admin- 
istrators with general management 
duties. It may be suggested that studies 
more closely related to business are as 
likely to develop the qualities which 
I have just mentioned, and at the same 
time provide much more of the type 
of background which will enable the 
newcomer in business to play his spe- 
cialist roles intelligently and go on to 
more general duties of co-ordination 
in due course. 


With these suggestions I will not 
quarrel. Studies in mathematics, econo- 
mics, law, accounting, and business or- 
ganization will certainly develop those 
qualities which we have said are vital, 
and these subjects are usually regarded 
as basic to any course in business ad- 
ministration or in commerce and fin- 
ance. Most businessmen and many edu- 
cators, but not all of them, would ac- 
cept them as part of a reasonable pro- 
gram of formal education. Real differ- 
ences of opinion become apparent when 
the degree of specialization in technical 
subjects and the stage at which spe- 
cialization begins come under discus- 
sion. 

The extremes are these: first, the 
undergraduate course in business adminis- 
tration where a very substantial part of 
the time available is devoted to, let us 
say, accounting in its various branches; 
secondly, the course for graduate stu- 
dents wherein no concentration of study 
is encouraged and some familiarity with 
all aspects of the administration process 
is required. Most business schools estab- 
lish their curriculum between these ex- 
tremes. 

From my earlier remarks it is apparent 
that the second extreme is closer to the 
desirable mark in my opinion. If you 
seek as your subordinates those who have 
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broad perspective and ability to weigh 
the relevance of evidence effectively you 
will probably agree; you will agree more 
readily if you desire that your subordin- 
ates shall cease to be narrow specialists 
at an early stage in their careers. My 
conclusion is this: the objective in formal 
education must be more fundamental 
than the organization of marketable 
skills and knowledge. 


As another example of the comment 
which seems most representative to-day, 
Fortune, April 1953, had this to say in 
an article titled “Should a Businessman 
be Educated ?”’: 

U.S. business is talking a great deal 
these days about its need for more broad- 
ly educated men. It wants more men 
who have acquired the range of interests 
and the mental disciplines that education in 
the liberal arts or humanities is peculiarly 
well fitted to give. More and more fre- 
quently U.S. business men are heard to say 
that they can (within certain obvious limi- 
tations) create their own “specialists” after 
they hire them, that what they need and 
can’t create is men with a decent general 
education. 


Education: 
A Continuing Process 

The educational process must not end 
at graduation. Everyone has heard this 
statement dozens of times, and perhaps 
we are wise to keep repeating it. Sir 
Richard Livingston in 1947 spoke of 
“the deadly heresy that education must 
be completed in school and university, 
that this is our last chance of learning, 
and, therefore, that we should be cram- 
med with all the food of knowledge 
needed for the journey of life — the 
true fact is that education should send 
us into life knowing thoroughly some- 
thing which is itself first rate, knowing 
how to learn, and interested in the 
world”. 


When we speak of education as a 
continuing process we should have in 
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Formal Education and Internal Auditing 


mind two possible courses of action. 
Each should be accepted and allowed 
to contribute to our further progress. 
The first is “informal” and has to do 
with the efforts which people make to 
educate themselves, by reading, attend- 
ing various conferences, by study groups 
and lectures, by intelligent and con- 
structive conversation, and so on. The 
other is in the nature of an extension 
of the “formal” kind through continued 
association with the established educa- 
tional institutions beyond graduation. 
This second suggestion includes par- 
ticipation in all of the programs offered 
by educational institutions. Some of 
these are of direct importance in our 
present discussion of formal education 
for business. In this extension of for- 
mal education, far beyond the time at 
which a person leaves school and enters 
business or government, I see much 
hope for the future of education for 
business. 

Let me briefly outline our experi- 
ence at the University of Toronto; it 
is not very different from that at the 
University of Chicago and elsewhere. 


Provision has been made for part- 
time studies in the Institute of Busi- 
ness Administration in a variety of 
ways. University graduates may pro- 
ceed toward a Master’s Degree; any 
serious student, graduate or not, may 
take part in one or more phases of what 


Professional Notes 


NEWS FROM THE CL.IL.C.A. 
MAGAZINE ARTICLES ON INCOME TAX 


Early in February the C.I.C.A. was asked 
if it could be instrumental in obtaining an 
article on “How to Prepare Your Income 
Tax” for publication in The Canadian Jewel- 
ler. Since very little notice was given be- 
fore the deadline date, the article was writ- 
ten by C. L. King, the executive secretary of 
the C.L.C.A. The article was considered suit- 
able for other publications as well and ap- 
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is known as the conference series; for 
seasoned administrators there is an ex- 
ecutive program. 

This part-time program has grown 
quickly; both the university and the 
business community are pleased with 
the results. Participation in this pro- 
gram does not remove the need for 
company-planned staff training arrange- 
ments. The university cannot do many 
things which are possible on an in-plant 
basis; on the other hand, the university 
can do much which is not possible for 
any single business organization but is 
of significance in the development of 
well-balanced administrators. 


This extension of formal education is 
already well recognized as an important 
innovation in the field of education for 
business. It merits serious considera- 
tion because senior administrators have 
important responsibilities to their sub- 
ordinates in guiding and planning their 
development. 

Finally, businessmen and educational 
institutions must work together and 
plan carefully if they are to make the 
best possibie use of the l...man resources 
which we have so recently recognized 
as the dominant ingredient in our econ- 
omic structure. I would encourage 
accountants and businessmen to make 
their views known and to continue 
their interest in the subject of education 
for business responsibility. 


pears in the March and April issues of 
The Canadian Baker, The Motor Magazine, 
The Canadian Cigar & Tobacco Journal, and 
Truck Transportation. The combined cir- 
culation of these publications is in excess of 
35,000 readers. 

ALBERTA 


Clarkson, Gordon & Co., Chartered Ac- 
countants, 808 Lancaster Bldg., Calgary, an- 
nounce the admission to partnership of Mr 
W. Barry Coutts, C.A. 





310 


BRITISH COLUMBIA 


Munn, Richards, Yeoman & Co., Chart- 
ered Accountants, announce the removal 
of their Vancouver office to 220 Pemberton 
Bldg., 744 W. Hastings St., Vancouver. 


ONTARIO 


The Public Relations Committee of the 
Ontario Institute held a dinner meeting on 
March 25 for senior guidance teachers of 
secondary schools in and around Toronto. 
At that time the Institute’s film strip “Careers 
in Canadian Accountancy” were shown, and a 
discussion was held on the opportunities for 
young people in this type of work. A compli- 
mentary copy of the film strip and accom- 
panying manual has been sent to each In- 
stitute. Additional copies are available from 
the Ontario Institute at $5.00 each. 


* * * 


Clarkson, Gordon & Co., Chartered Ac- 
countants, 15 Wellington St. W., Toronto, 
announce the admission to partnership of 
Mr Ross M. Skinner, C.A. 


Hamilton and District C.A. Association 


Mr F. W. P. Jones, newly appointed dean 
of the School of Business Administration at 
the University of Western Ontario and for- 
mer president of Hobbs Glass Limited, ad- 
dressed a well attended meeting of the Hamil- 
ton and District Chartered Accountants As- 
sociation at Fischer’s Hotel on March 10. 


News of Our Members 


Dr Francis G. Winspear, F.C.A. (Alta.; 
B.C.; Man.), has been appointed director of 
the school of commerce and professor of 
business administration at the University of 
Alberta. 





Mr R. M. Bain, C.A. (B.C.), has been ap- 
pointed controller of O’Brien Advertising 
Limited, Vancouver. 

* * * 


Announcement is made of the formation 
of the firm of Ronald D. Smith & Co, 
members of the Toronto stock exchange. 
Partners are Messrs Ronald D. Smith and 
K. W. Dalglish, 
(Que.). 


F.CA. (Ont.), CA. 
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He spoke on “Ten Management Misses” and 
in so doing exploded a number of popular 
misconceptions. Among other things he 
criticized blotters as an advertising medium 
because of the fact that 50% of pens now 
write dry. 

A. W. Parish introduced the speaker and 
K. Smith moved the vote of thanks. Chair- 
man for the evening was R. B. Taylor. 


At the same meeting cash prizes were pre- 
sented by Lawrence Johnson, chairman of the 
Students Education Committee, to David W. 
Lay, Arthur Headland, and Douglas E. Per- 
rin who came highest in the primary, inter- 
mediate, and final examinations, respectively. 


PRINCE EDWARD ISLAND 

On Friday, March 5, the Institute of Chart- 
ered Accountants of Prince Edward Island 
held its semi-annual dinner meeting under 
the chairmanship of R. W. Manning, presi- 
dent. Prizes for the 1953 examinations were 
awarded as follows: primary ($10), J. N. 
Arsenault; intermediate ($25), David A. 
Andrew; fimal ($25), H. Raymond Hen- 
nessey. 


QUEBEC 
M. Andre J. Dolbec, c.a. a le plaisir d’an- 
noncer l’ouverture de son bureau a 16, rue 
St-Joseph, Quebec ot il pratiquera sa pro- 
fession avec Jean Dolbec, c.a. sous la raison 
sociale Dolbec & Dolbec, comptables agréés. 


Mr R. E. A. Lindsey, C.A. (Ont.), has 
been appointed comptroller of Rolph-Clark- 
Stone Limited, Toronto. 


Mr C. E. Wesson, C.A. (Man.), has 
been appointed director of taxation for 
Victoria, B.C. 

* * * 


Mr J. D. W. Blyth, C.A. (B.C., Sask.), 
has been named a commissioner of the 
three-man B.C. Power Commission. 


* * * 


Mr D. A. B. Murray, C.A. (Man.), is 
the new chairman of the Greater Winnipeg 
Industrial Development Board. 





and 
pular 
s he 


dium 


now 


and 
hair- 


pre- 
f the 


Per- 
nter- 
vely. 


hart- 
land 
nder 
resi- 
were 


ten- 


l’an- 

rue 
pro- 
ison 
réés. 


ark- 


has 
for 


k.), 


_ is 
peg 








Accounting Research 








By Gertrude Mulcahy, B.A., C.A. 
The C.I.C.A. Research Department 
i 


1952 FINANCIAL STATEMENTS 





oo the past year the Com- 
mittee on Accounting and Audit- 
ing Research of the Canadian Institute 
of Chartered Accountants has pre- 
sented in this column highlights of 
financial reporting in Canada. It was 
hoped that this information, based on 
the analyses of the 1949, 1950, and 
1951 annual financial reports of a 
group of Canadian companies, would 
be of assistance in furthering the 
“marked and steady improvement in 
the quality of financial reporting” in 
this country. 

Continuing this policy of analysis of 
financial reporting, in order to bring 
to light significant trends in statement 
presentation and in accounting prin- 
ciples, the research staff of the Can- 
adian Institute of Chartered Account- 
ants has undertaken a study of the 
1952 financial reports of 280 Canadian 
companies. The companies included 
in this current study were the same as 
those included in the 1951 analysis, 
although 15 new companies were in- 
troduced to replace those for whom 
1951 financial statements were not 
available. 

The companies whose 1952 annual 
reports were included in the detailed 
analysis were classified as follows: 


20 Beverage industries 

22 Construction industries 

41 Merchandising industries 

33 Foodstuff industries 

8 Grain and milling industries 

73 Iron and steel industries 

29 Sundry processing and distributing 
industries 

25 Pulp and paper industries 

29 Textile industries 





280 

In addition, some 100 annual re- 
ports of public utility companies, 
banks, trust companies, mining compan- 
ies, etc. were informally reviewed for ir- 
regularities and inconsistencies. 


Accounts Receivable 
Segregation of Types 

All of the financial statements re- 
viewed, except three in 1952, two in 
1951, one in 1950, and one in 1949 
included accounts receivable of one kind 
or another in current assets. 

In general, the term “accounts re- 
ceivable” relates to amounts due as a 
result of business transactions with in- 
dividuals and concerns not a part of or 
associated with the business itself. Con- 
trary to the recommendations contained 
in Bulletin No. 1, many of the financial 


311 















312 The Canadian Chartered 
statements failed to segregate the various 
types of accounts receivable but grouped 
such items as trade accounts receivable, 
advances owing to officers, notes re- 
ceivable, deposits on purchase con- 
tracts, and advances owing from affli- 
ates. Examples 1, 2, and 3 clearly set out 
the dollar value attributable to the vari- 
ous types of accounts receivable. How- 
ever, in example 4 the segregation of 
“Accounts Receivable-Employees-$388” 
does not have any real significance in 
relation to the total of the accounts re- 
ceivable, but adds unnecessary detail to 
the financial statements. In examples 
5 and 6 the reader cannot determine 
from the information given whether 
the notes receivable in example 5 and 
the prepaid expenses in example 6 are 
significant in amount, which might be 
the case since they are mentioned spe- 
cifically, or insignificant in amount and 
grouped with accounts receivable for 
simplicity. 


Disclosure of Doubtful Accounts 


In Bulletin No. 1 the Committee on 
Accounting and Auditing Research 


recommended that if the allowance for 
doubtful accounts is not shown sep- 
arately on the balance sheet there 
should be an indication in parenthesis 





Figure 1 
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or otherwise that such an allowance 
has been deducted. 

Figure 1 shows the extent to which 
Canadian accountants have accepted and 
applied this recommendation. The most 
preferable form of statement presenta- 
tion, which is to show both the amount 
of the accounts receivable and the amount 
of the allowance for doubtful accounts, 
is set out in each of examples 1, 2, and 
4. Examples 3 and 5, while not re- 
vealing the exact amount of the allow- 
ance, conform with the recommendations 
of Bulletin No. 1. The readers of the 
financial statement from which example 
6 was taken, and of the other financial 
statements which make no reference to 
allowance for doubtful accounts, are 
justified in assuming that the amount 
stated is believed to be collectible with- 
in the period usual to the particular 
trade or industry. 


Terminology re 
Allowance for Doubtful Accounts 


Although the officers of Canadian 
companies still prefer the term “reserve” 
in describing the allowance for doubt- 
ful accounts, Figure 2 indicates that in 
this particular instance the efforts of the 
Committee on Accounting and Auditing 
Research to limit the use of this term in 






BALANCE SHEET DISCLOSURE OF ALLOWANCE FOR DOUBTFUL ACCOUNTS 


indicated but no disclosure of exact 


amount of allowance 


Amount of allowance set out as a deduction from 


accounts receivable 


Amount of allowance set out in description of ac- 


counts receivable 


Amount of allowance set out on the liability side 


of the balance sheet 


1952 1951 1950 1949 
53.8% 50.5% 54.3% 55.2% Allowance 
14.1% 16.3% 15.9% 24.4% 
14.4% 14.4% 12 % 5 % 
7% 1.1% 1% 1 &% 
17 &% 17.7% 16.8% 14.4% 











100 % 





No reference to uncollectible accounts 
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Figure 2 
TERMINOLOGY RE ALLOWANCE FOR DOUBTFUL ACCOUNTS 


1951 1950 1949 
83.7% 85.8% 87.8% 
4.8% 2.5% 1.1% 
10 % 11.7% 11.1% 
59% 
1 % 


100 % 





order to avoid confusion have had con- 
siderable success. It is interesting to 
note in the 1952 analysis that the term 
“allowance”, recommended in Bulletin 
No. 9 when considering the question of 
doubtful accounts, has outranked the 
term “provision” for the first time. 
Since many of the 1952 financial 


reserve 
allowance 
provision 
estimated 
amounts set aside to take care of 





release of Bulletin No. 9 in January 
1953, the true impact of the recommen- 
dations on the use of the term ‘“‘reserve”’ 
will not be apparent until the 1953 fi- 
nancial statements are studied. 

Of the excerpts from actual balance 
sheets, only examples 1 and 5 conform 
to the recommended wording. 


statements had been prepared before the 


Excerpts from Published Financial 
Statements (1952) — Accounts Receivable 
Example 1 
Accounts receivable: 


Rc Wie sh Ser needy cava reanaiieRonaehs canted $278,426 
MR ERO OURS oo cs Sh cca ga Sch cacbasdui tes ee be cesses danse 20,625 
$299,051 
Less allowance for doubtful accounts .............0..000.0. Aohlge ot Shoat $22:251 $276,800 
Example 2 
Accounts receivable 
Trade See Ri chante ag Sal BOE A a ee Deh Sd ai od vee $989,560 
NPR eden CRN eB Run nt i a a ty 7,091 
$996,651 
Less: Reserve for doubtful accounts. ..............00..cccscccecsscesscsseees 40,942 
$955,709 
Tender deposits on governmental contracts ...............c0:cc0 17,626 $973,335 
Example 3 
Accounts receivable 
ee aM UNNI 5205 CSF a SURO, Sse sicasst onsets $661,633 
MURR 5 cs Soh i ae oe cial sca nnaaabegdebieavenat ent 32,231 
Wholly owned subsidiary companies ..............06..:ccccccccesseeetetseeeees 443,804 $1,137,668 
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Example 4 

DGCOMNS ROCERWROIS — “THE kc cscs assis s<csncsecocecosoesesconvescsvciesccnsinsodnsense $384,190 

nce UO MIRDE NTIS os 2e oc cecncsvpnssnsdaesuaesetinodsenssssdesiapssianan= 388 

$384,578 

Less: Reserve for doubtful accounts ..........0......cccccccccccsseeeee oo 6,500 $378,078 

Example 5 

Notes and accounts receivable, less allowance for doubtful accounts $146,808 
Example 6 

Debtors and prepaid expenses ...............:0000008 Bs tha cr ede Sates $3,610,543 


Marketable Securities 


It has become generally accepted that 
the amount of securities which are con- 
sidered to be readily convertible into 
cash and in which surplus funds of the 
company have been invested temporarily 
should be shown on the balance sheet 
under current assets. Securities which 
are not readily realizable either as a 
result of market conditions or business 
policy should not be included in current 
assets. 


Of the financial statements analyzed, 
122 in 1952, 136 in 1951, 113 in 1950, 
and 101 in 1949 have set forth securi- 
ties in the current assets section. The 
readers of these balance sheets are en- 
titled to assume that such securities are 
available for the discharge of current 
liabilities. 


» 


1952 1951 1950 1949 
57.4% 52.9% 54% 55.4% 
32.8% 309% 248% 26.7% 

6.6% 10.3% 141% 11.9% 

2.5% 5.1% 71% 6 % 


7% 8% 





100% 100% 100% 100% 


Figure 3 


BALANCE SHEET DISCLOSURE RE MARKETABLE SECURITIES 


Basis of valuation shown — market value shown 
Basis of valuation not shown — market value shown 
Basis of valuation shown — market value not shown 
Neither basis of valuation nor market value shown 
Basis of valuation shown — reference to “market” 


Basis of Valuation and Market Value 


Figure 3 indicates the extent to which 
the basis of valuation and market value 
of marketable securities are disclosed. In 
the majority of cases Canadian account- 
ants follow the recommendations of Bul- 
letin No. 1 in this respect. In addition, 
in 32.8% of the 1952 statements the 
management have recognized the im- 
portance of the realizable value of mar- 
ketable securities in the current position 
and set out their market value, although 
not disclosing the basis of valuation. 


The majority of those companies 
which stated the basis of valuation of 
these securities used the term “cost”. 
Other bases such as “‘less reserve’’, “par”’, 
“cost less write off’, “cost less reserve’, 
“at less than present market’, “book 


value’, and ‘“‘market’’ were also used. 
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Examples 7 and 8, which clearly in- 
dicate both the basis of valuation and 
the market value of investments con- 
sidered to be readily realizable, present 
to the reader sufficient information to 
assess the significance of these items in 
the liquid position of the company. 


Example 9, while not disclosing the 
basis of valuation, sets out its market 
value and an unusual item: “company’s 
own bonds included therein’; presum- 
ably the inference is that these bonds are 
held temporarily pending reissue. 


In example 10 it is not clear whether 
marketable securities are valued at cost or 
at market and, correspondingly, whether 
the reserve referred to is calculated with 
reference to the cost or the market value 
of such securities or to the investments. 
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The reader of example 11 would con- 
clude that the management of the com- 
pany does not anticipate the conversion 
of the marketable securities included 
under the heading “Investment’’ into 
cash to meet current liabilities whereas 
the bonds included under ‘‘Current As- 
sets” represent a temporary investment 
of surplus current funds. 


The balance sheet presentation of ex- 
ample 12 indicates that the securities 
owned by the company, although appar- 
ently of a readily marketable nature, are 
all held as a permanent investment. 
Such an interpretation is substantiated by 
the following comment included in the 
directors’ report: “Investments of $1,- 
033,596.23 represent capital not immed- 
iately required for present operations.” 


Excerpts from Published Financial 
Statements (1952) — Marketable Securities 


Example 7 


Current Assets 


Marketable securities—(quoted value $2,289,965) 
Short term secured notes at cost and accrued interest ............ $1,508,335 


Bonds at cost and accrued interest ......... 
ROUMNNN RINE INE serait yas foc s stv nceaadacdasaasavecvns 


Less reduction of book values to market quotations ................ 


737,686 
99,875 


$2,345,896 
55,931 


$2,289,965 


(Charge in statement of profit and loss before “net income for the year” 
“Provision to reduce values of securities to market quotations $55,931’) 


Example 8 
Current Assets 
Ue EAE NE UIE losis A vas ss nce aden essex ance hecesissinces $ 307,945 
(Quoted market value $652,175) 
Example 9 
Grouped with other current assets although no heading 
Investment securities — Marketable 
Including $128,000 par value of our own bonds .......................... $8,814,146 


(Market value at December 31, 1952 $8,165,700) 
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Example 10 
Current Assets 
Marketable securities and investments at cost, less reserve .............. $ 21,983 
Biarcet ene Oe Ake ntedc: $11,766 
investments at COSt «...................:...0. 21,565 
$23,331 
Example 11 
Current Assets 
Province of ......................... bonds and those of and guaranteed 
by the Government of Canada (market value $133,237) .... 150,973 
Investments 
Marketable securities (market value $50,763) .............:cc00 $ 36,411 
NERO ea hiya fogs rec coc vid acvas <eesevocu poarravh sussendinll asin bess eeie Gasbantstataes 126,733 
RAMONES Rh Neos rca rae cevatas sie eas Meow hoabauEwaeDNe 560 $163,704 
Example 12 
Investments 
Government bonds and corporation bonds, share and 
short term notes — at cost, less reserve 
(quoted market value $1,073,653) ..........cccceeceeeeee ... $1,033,596 


Revenue accrued to date ..............00.ccccceeeseees Deiter tlc 4,550 $1,038,146 


Obituary 





Emmett Curran Company of Canada. For four years he was 
director and secretary-treasurer of Stafford 
Industries Limited. He joined Kingsway 
Lumber Limited in 1949 as secretary-treas- 


The Institute of Chartered Accountants 
of Ontario announces with regret the death 
of Emmett Curran on April 6, 1954 in To- 
ronto, after a lengthy illness. — 


The late Mr. Curran was born in Toronto He was a member of the Society of In- 
end educeted at De La Salle School. He dustrial and Cost Accountants of Ontario 


and belonged to Our Lady of Sorrow’s 
Church in Toronto. 


became a member of the Ontario Institute in 
1937. During the second world war he ; 
served with the Department of Munitions The members of the Institute desire to 
and Supply as a district supervisor. Later express their sincere sympathy with his 
he was controller for General Engineering widow and family in their great loss. 
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Practitioners’ Forum 








Conducted by Geoffrey H. Ward, C.A. 


THE AUDITOR AND THE BANKER 





NE of the aims of this column is 

to attempt to give practical every- 
day help to smaller practitioners, who, 
generally speaking, service small busi- 
ness. 

Many of these small businesses, al- 
though they have a respectable volume 
of sales and earn a reasonable return 
both on sales and capital, fall in the 
category of the ‘“‘one man business”. 
Management, insofar as it concerns 
manufacturing, production, sales, and 
finance, is the responsibility of one 
man — generally the man who owns 
most or all of the capital invested in 
the business. 

At some time or other most businesses 
are unable to operate within their own 
cash resources and must of necessity 
obtain temporary financial assistance 
from a banker. 


This is the type of situation in which 
the “one man business” may require 
the service or assistance of the smaller 
practitioner. In large businesses the 
personnel are qualified and are ex- 
pected to carry out many negotiations 
without outside assistance. In smaller 
businesses such qualified personnel 
are not available, and the public ac- 
countant is called upon to provide as- 


sistance and guidance in matters not 
directly related to auditing. 

There are several recent articles 
which may be of assistance in consid- 
ering this subject. 


Accountants and Bankers Help 
Each Other to Help their Clients 
Mr. Alvin R. Jennings, C.P.A., re- 
ports in the June 1953 issue of The 
Journal of Accountancy on a program 
of cooperation with bankers which has 
helped the practitioner serving small 
business. The American Institute has 
a long-term program to improve rela- 
tions between bankers and public ac- 
countants. Many bankers, through the 
Robert Morris Associates, have done a 
considerable amount of work in this 
area and have issued an excellent 
pamphlet “Financial Statements for 
Bank Credit Purposes”. 

The American  Institute’s 
has had three purposes:— 

1. To identify standards of auditing 
for guidance of members of the pro- 
fession; 

2. To promote compliance with the 
standards; 

3. To place at the disposal of bank- 
ers and other credit grantors informa- 


program 
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tion which will assist them in under- 
standing the objectives of auditing and 
in interpreting auditors’ reports. 

The American Institute’s committee 
on cooperation with bankers concerns 
itself with the third of the above 
goals. Indications are that a great 
deal of progress has been made, e.g. 
a survey has been conducted to dis- 
cover the degree to which auditing 
practices throughout the country con- 
form to approved standards. State so- 
cieties have formed committees for co- 
operation with bankers. 


The program for cooperation with 
bankers is expected to achieve many 
things important to most accountants, 
in particular to practitioners with 
smaller practices. Appreciation on the 
part of bankers that audits of adequate 
scope contribute greatly to sound 
banking will result in an increased de- 
mand for auditing services. Further 
education of bankers on auditing mat- 
ters, particularly in the field of audit- 
ing standards, will promote more dis- 
criminating appraisal of auditors by 
the bankers. The Institute has made 
the point that the selection of account- 
ants should be based solely on the 
quality of work done and not on the 
size of the accountant’s practice. 


Practising accountants can do much 
to develop these relations. Every ac- 
countant could make it a policy to 
visit the bankers in his respective area 
more frequently. On such visits the 
American Institute’s Committee suggests 
that copies of the various booklets pre- 
pared by the Institute and by the Rob- 
ert Morris Associates be shown to the 
banker. 


Apparently many bankers do not fully 
understand that the ordinary forms of 
financial statements are designed for gen- 
eral purposes and not specifically pre- 
pared for credit purposes. An account- 
ant whose client’s periodic financing is 
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partly through bank borrowings might 
tactfully suggest that he be invited to be 
present when the client negotiates the 
loan. This provides a fine opportunity 
for discussing the banker's needs, and 
this way the financial statements and 
reports can be prepared to provide those 
details which are required by the bank- 
er. If the banker so desires, sufficient 
description of the scope of work done, 
particularly on accounts receivable and 
inventory, may be included in the report. 


The article concludes by stating that 
it is true of bankers, accountants, and 
their mutual clients, as in so many other 
fields, that problems disappear when 
people sit down together to talk about 
them. Bankers who complain that an 
accountant’s report is sometimes inade- 
quate for credit purposes would have 
much less reason for complaint if they 
would inform the local auditors as to 
what they want. And the auditor can 
improve his own reputation with bank- 
ers and with his clients if he will take 
the trouble to find out what the bankers 
want. 


Points for Loan Applications 


In order to give every consideration 
to a loan application the banker must 
have facts, and to get those facts bank- 
ers encourage customers to turn to pub- 
lic accountants for correct and complete 
statements. 


The proprietor of a small business 
with a well-organized set of books and 
financial statements will usually have 
little difficulty in providing his banker 
with concise and understandable state- 
ments of condition. A sound statement 
of accounts is not found in many small 
concerns, even in those which have been 
operating for some time. The absence 
of a good financial statement is usually 
the first basic evidence not only of a 
weakness in financial policy but also in 
over-all management skill. 
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Practitioner's Forum 


In The Journal of Accountancy, June 
1951, James F. Willett, vice-president, 
American Security and Trust Company, 
Washington, D.C., gives 16 points of 
information which a banker looks for in 
a businessman's statements: — 


1. A certificate, stating the scope of 
the audit; 

2. Comments on the balance sheet 
and supporting exhibits; 

3. A copy of the balance sheet itself; 

4. Summary of surplus changes; 


5. Statement of profit and loss with 
supporting schedules. 

Balance sheet comments are very im- 
portant and afford the accountant an 
opportunity to give a clear explanation 
of the various assets, liabilities, and 
equity items. It would not be a mis- 
statement to say that today over 95% 
of financial statements of small busi- 
ness firms have no comment regarding 
the balance sheet. 

Items to be covered would include: 


6. Cash, receivables, trade accounts 
receivable, other accounts receiv- 
able; 

7. Merchandise inventory, classified 
as to finished goods, work in pro- 
cess, and raw material, and also 
giving the basis of valuation, such 
as lower of cost or market, Lifo, 
ete: : 

8. Cash surrender value of life in- 
surance, investments, tax refunds; 

9. Fixed assets, the basis of valua- 
tion, gross amount and accumu- 
lated depreciation, indicating the 
method by which depreciation is 
computed and the rates used; 

10. Current liabilities; 


11. Notes payable should be classified 
as due banks, trade, stockholders, 
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The assistance of two panel 
members, A. F. Gosling, C.A. 
and one who wishes to remain 
anonymous, is gratefully ack- 
nowledged. More comments on 
this topic will appear in the next 
edition of your forum. 


and others, and any restrictive 
terms should be disclosed; 

12. Accounts payable, other than to 
trade creditors, should be explain- 
ed as to terms and origins, and ac- 
cruals such as interest, taxes, com- 
pensation bonuses, etc., should be 
set forth by the class of items; 

13. Income taxes payable should be 
adequately explained, stating date 
of latest assessment; 

14. Long-term liabilities due one year 
or longer should be defined as to 
maturity, dates, rates, restrictive 
provisions, and underlying secur- 
ity; 

15. Contingent liabilities: an import- 
ant item frequently not given con- 
sideration, yet it may have a seri- 
ous bearing on the balance sheet; 

16. Changes in net working capital. 
An item of particular interest is 
accounting for the factors affecting 
net working capital (otherwise 
known as a statement of funds 
provided and funds applied). 

Finally, the auditor’s comments should 

include a résumé of the insurance cov- 
erage as to type and amount. If a cus- 
tomer has not borrowed before or has 
not supplied the bank with a yearly au- 
dited statement, he should submit at 
least three statements in order that the 
person reviewing the application can get 
an indication of the general trend of the 
business. 


Readers are invited to comment on the material ap- 


pearing in this department and to send in questions and 
observations which they would like to have discussed. 
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IMPROVING BUSINESS ENGLISH 


An Experiment in a Professional Office 


HF is a report from a successful 
firm of chartered accountants on a 
topic of interest to everyone. One can- 
not help but admire their constructive 
approach to this problem. Quite a con- 
trast with the do-nothing approach so 
many of us are guilty of! 


“Some years ago we decided to try 
an experiment. We realized that the 
quality of the written material leaving 
our office often left much to be de- 
sired and we determined to do some- 
thing about it. Of course our prob- 
lem was not unique. The poor stand- 
ard of English used by business and 
professional men generally is a popu- 
lar object of derision, and the schools 
and universities usually get the blame. 
However, we did not know of any 
practical efforts having been made by 
Canadian employers to improve mat- 
ters, and therefore any plan we adopt- 
ed would be quite an innovation. 

“We considered sending the staff 
to classes but decided that it would 
be foolish to try to add to the already 
overcrowded schedule that is the lot 
of every accountant and student ac- 
countant. Furthermore, after reading 
Sir Ernest Gower’s booklet ‘‘Plain 
Words (A Guide to the Use of Eng- 
lish)’’ we were persuaded that what 
we needed was not so much more 
study and more rules as a disinhibit- 
ing process, a means of clearing our 
minds and gaining the courage to 
write simply, using our knowledge of 
grammar to serve rather than confuse 
us. So it was agreed that we should 
engage someone to tackle our prob- 
lem on a straightforward secretarial 
basis, someone who would work day 
by day on our actual letters and re- 
ports as they were being produced. 
We appointed a girl with a good 


working knowledge of the English 
language, some writing and teaching 
experience, and a manner that would 
be acceptable to all levels of our staff. 
Each morning she examined copies of 
the letters written on the previous 
day and noted her suggestions and 
comments in red ink. The copies 
were then returned to the author as 
well as to the person who signed the 
letter without regard to whether the 
writer was a senior partner or the 
newest student on the staff. Our 
method of dealing with reports and 
letters containing opinions was to 
have an extra copy typed at the draft- 
ing stage. Then, while the auditors 
were doing their revision, our edi- 
tor got busy on a spare copy, mark- 
ing her suggestions and criticisms and 
when necessary retyping whole sec- 
tions that seemed to her to be beyond 
repair. In order to ensure that the 
amendments were read and noted and 
also to guard against alterations in 
sentence construction inadvertently 
changing the sense, it was a firm rule 
that every draft must be returned to 


and studied by its author. 


“All this fitted quite conveniently 
into the normal office routine and 
even though the time we were able 
to devote to polishing and patching 
was necessarily very limited, an im- 
provement in our English definitely 
did take place. We were jolted into 
realizing how much a little extra 
thought and care could achieve. The 
presence of a critic who would read 
with a layman’s eye convinced us of 
our great responsibility to give our 
clients not only the best accounting 
but also the best reporting of which 
we are capable. 

“Our editor is now at home teach- 


Be 
k 
i 
' 


STON TEDR AEE TEERENIYE 


lish 
ing 
uld 
; of 
ous 
and 
ies 

as 
the 
the 
the 
Jur 
ind 

to 
ft- 
ors 


di- 


ind 
eC- 
Tae 
the 
ind 

in 
tly 
ule 

to 


tly 
nd 
ble 
ng 
m- 
ely 
1to 
tra 





| 
I 


“ree 





A Letter from a Reader 


ing basic English to a very new Can- 
adian and the daily reviews have 
ceased, but the influence remains. 
Every member of the staff is now 
fully aware that the firm expects a 


A Letter from a Reader 





, Edmonton, March 25, 1954 
CANADA’S FOREIGN TRADE POLICY 


Sir: I found the article by H. R. Sanders on 
Canada’s foreign trade in the March issue 
very interesting and wish to make the fol- 
lowing comments. 

The terms “favourable trade balance” and 
“unfavourable trade balance” have more pol- 
itical than economic significance. The fact 
that Canada will have a so-called “unfavour- 
able trade balance” for the year 1953 re- 
flects heavy American investment in this 
country. Indeed the only way we could have 
a net foreign investment in our country for 
any year would be to have an “unfavourable 
trade balance”. Whether it is desirable to 
have outsiders making heavy investment in 
our nation is another question, but I feel that 
it is possible to make a case that we are 
benefiting from it. 

Our unsold wheat inventories may be 
causing concern. ‘The same problem caused 
concern in the 1930’s despite much lower 
production and despite the “Atlantic Tri- 
angle”. 

There is no “dollar gap” between Canada 
and the U.S.A. The “unfavourable balance” 
is offset by American investment. That is 
why the Canadian dollar has been running 
at a slight premium. Considering the much 
higher level of U.S. annual investment in 
Canada there has been a relatively modest in- 
crease in American share of our total imports 
since 1939 (from 66% to 74%). 

Michael A. Heilperin is quoted with ap- 
proval to the effect that “in a free market 
economy exports and imports originate spon- 
taneously in the operation of many markets 
and in independent decisions of thousands 
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high standard of writing and never 
again shall we join the moaners who 
bewail the quality of business Eng- 
lish but assume that nothing can be 
done about it.” 


and millions of individuals . . . all trade re- 
flects division of labour, specialization . . .”. 
If we accept this, we can only presume that 
our present trade with the U.S.A. is based 
on this “logic of commerce” and therefore 
no action is necessary or possible. Changes 
will be made automatically when they are in 
order. 


It is true that a depression in the United 
States would have devastating repercussions 
throughout the free world. A return on our 
part to pre-war trading habits would afford 
no insulation as the events following 1929 
will confirm. 

I am not at all optimistic that Russia and 
Red China would prove to be more stable 
nations with which to trade. I would doubt 
that large, sustained exports from North 
America to these countries are possible in 
the foreseeable future. There can be no 
governmental or private investment from 
abroad in Russia or China. A_ necessary 
corollary of large exports would in the long 
run, therefore, have to be, directly or in- 
directly, large imports. The opposition on 
the part of management and labour to size- 
able imports from behind the Iron Curtain 
would be just as sharp in Canada as in the 
States. In addition there are institutional 
factors which, to say the least, tend to make 
trade with these countries uninteresting. 

Fortunately or unfortunately, the entire 
free world is largely dependent on American 
political and economic stability. With pa- 
tience and cooperation on the part of her 
allies it is at least possible that the United 
States will meet the challenge. 


J. W. CROWE, C.A. 








J. &. Smyth, C.A., Editor 


NOTES AND COMMENTS 


Limited, the well-known English firm 1954: 
of sugar manufacturers, which points a 


TATE & LYLE, LIMITED 
“Where all the money goes” 


DISBURSEMENTS 
Goods and Services Purchased from Outside:— 


Raw materials (including Duty of £10,362,570) ............... 
RNR INI geo So ze sans cx spehapaaniersunesivtadtarcadeenoaceaciasaentee 
I EOD 0 ree s etet Sea hiptaads puabssnchbasn 
Spee RNIN DNNNNINN . 55 o sc py spn vane envssevarcense@b bib ecaeispseaehis 
MMMM acca casyd ceicy an deibo 4h eA cxcaapavca bi-nchax=io US Ey tacuob eevee eiasgsss 
Overhead and special expenses, including selling and 
ERC errata Se Ree ro ek Foner 


Value Added or Net Output:— 

Wages, salaries, national insurance and employees’ benefits 
Provided for renewals of plant and machinery and depre- 

CREAN VT URINE MRI ROMER ©5555 ohn cciak oes sew ca eesalveuss este 
United Kingdom Taxation on profits and provision for con- 

SRNIT: SUMMED CN Pres uns sso Sveasesdbaboeattcre enon tet eden 
A SAPEIAME AMIDES OND IRIE oss sscoasiccnscssoesasossscevSpocsbectenbbemnsians 
Dividends to ordinary and preference stockholders (net) 


AN ANALYSIS OF INCOME AND EXPENDITURE IN 


AEE PINIIIIE 55508 ace 2ede ssc csi 


The Students’ Department 


(Correspondence with the editor is cordially invited) 





£ 
83,740,382 
1,264,760 
4,261,143 
975,387 
50,839 


1,609,193 


4,884,691 
1,045,366 
1,967,742 


470,848 
656,898 


1953 


£100,927,249 


HAT unseen hand is at work in new direction in the publication of fin- 
England? We have before us a ancial information. 
financial statement for Tate & Lyle peared in The Spectator of January 15, 


The statement ap- 


91,901,704 


9,025,545 

























w 


— = | 








The Students’ Department 


INCOME 
Value of export sales (including £5,619,548 drawback) 
Value of home trade sales and other income ...................... 


Total Income ................... 
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30,398,690 
70,528,559 


£100,927,249 


(The published statement has a further column at the right to show for each item, 


the “proportion of each £1 of income”.) 


Here indeed (and at last) is an ac- 
counting statement to warm the hearts 
of all economists. The major classifica- 
tion of ‘“‘disbursements’’ as between (i) 
“goods and services purchased from out- 
side” and (ii) “value added or net out- 
put” clearly reflects the influences of 
national income accounting. Estimates 
of national income include only the 
“value added” for each business because 
if “goods and services purchased from 
outside” were included, the same amounts 
would be counted twice in a consolida- 
tion of all businesses in the country. 


Yet it is not enough that the form 
of financial statements of an individual 
business should please economists, wor- 
thy a motive as that may be; published 
financial statements must in the first in- 
stance be justified on grounds of their 
usefulness to those who have a direct 
interest, either as creditors or as share- 
holders, in the business. We must there- 
fore ask whether the form of the above 
statement is as good for this purpose as 
any other. 

In attempting an answer, we have to 
admit that the statement reproduced 
above is a curious one. Its publication 
in The Spectator was not accompanied by 
a balance sheet and it is itself neither 
quite an operating statement nor yet a 
statement of source and application of 
funds. To produce a figure for “value 
added” one has to add the profit for the 
year to the amounts of such expenses as 
wages and salaries, depreciation, and in- 
come tax. The result is a dollar figure to 
describe the contribution to the final pro- 


duct of all persons associated with the 
operations of this business (including the 
shareholders). In the above statement the 
profit for the year comprises the provi- 
sion for contingent liability, the amount 
placed to reserves, and the dividends. 

We think there is an advantage for a 
business in the publication of a figure 
for its “value added”. It emphasizes 
the contribution of the company in ques- 
tion to the society in which it operates. 
The statement we have reproduced above 
goes a step further in this direction too, 
by breaking down the figure for total 
income as between export sales and 
home trade sales. 

* * * 


Our feelings about the Tate & Lyle 
Limited statement are only more poig- 
nant because we believe its rather ob- 
vious defects could have been avoided 
without altering the general form. Both 
the title (“Where all the money goes’) 
and the main heading ‘‘Disbursements’”’ 
imply that the statement is disclosing 
outlays of money; yet it is probable that 
at least some of the expense items in- 
clude accruals, and neither the provision 
for depreciation, the provision for con- 
tingent liability, nor the ‘‘amount placed 
to reserves” involves any payment of 
money. One suspects that those who 
prepared the statement really wanted to 
use the term ‘debits’ instead of “‘dis- 
bursements” but did not dare. The term 
“charges against revenue and disposition 
of profit”, while not as brief as “‘dis- 
bursements”, would have been more ac- 
curate. 
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A further defect is that it is not pos- 
sible to compute profit for the year from 
the data of the statement because United 
Kingdom Taxation on Profits (generally 
considered an expense) is combined with 
a provision for contingent liability (pre- 
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sumably an appropriation of profit). 
But perhaps our objections merely ex- 
pose our North American prejudices. 
The important thing is that the statement 
is an interesting experiment in the pre- 
sentation of the results of operations. 


PUZZLE 


Jones, the general manager of a sub- 
sidiary corporation, was granted by the 
directors a bonus of 10% of the profit 
for the year after payment of the bonus 
and income tax. 

Assuming that the subsidiary is not 
entitled to any relief on the first $20,000 
of its taxable income and assuming that 


it has earned a profit of $38,000 (before 
bonus and income tax), what is the 
amount of the bonus that Jones will re- 
ceive? 

(Submitted by Mr. B. A. Camptell, 
Willowdale, Ontario in response to the 
editor’s recent request for puzzles) 


SOLUTION TO THE APRIL PUZZLE 


Let “v’” = my usual average speed in m.p.h. 
and “t’’ = the time in hours I usually take to get to work. 


Therefore, v.t = 15 
or t= 13/9 
The facts today are, 


(v + 15) (t — 1/6) = 45 

(v + 15) (15/v — 1/6) = 15 

15 — v/6 + 225/v — 15/6 = 15 

v/6 — 225/v + 15/6 = ® 

v? — 1350 + 15v = ® 

(v — 30) (v + 45) — 
v = 30 


My usual speed is 30 m.p.h. Today I travelled 45 m.p.h. I did wot break the speed limi. 


PROBLEMS AND SOLUTIONS 


Solutions presented in this section are prepared by qualified accountants and reflect 


the personal views and opinions of the various contributors. 


They are designed not as 


models for submission to the examiner, but rather to provide such discussion and ex- 


planation of the problems as will make their study beneficial. 


discussion of the solutions published. 


The editor will welcome 


PROBLEM 1 


Intermediate Examination, October 1953 
Accounting I, Question 2 (20 marks) 


The G Co. Ltd., incorporated under the Companies Act, 1934 (Canada), acquired 
as at 31 Mar 1953, 70% of the outstanding shares of O Co. Ltd. for $1,000,000 cash. The 
following are the trial balances of the two companies immediately prior to the foregoing 


transaction: 
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TRIAL BALANCES 
as at 31st March 1953 





DEBITS 
G Co. Ltd. O Co. Ltd. 
Cash on hand and in bank : Ridicttniciitiiccasrosvs Mao OeOe $ 65,000 
Accounts receivable ............ , . patatathMatncsess 375,000 125,000 
IIE oot Retest ssieecessvSaceasiens sei Nis Stee tah Bes 800,000 300,000 
INS me sicshcaetenbcdi dices shies uate .sacansaucaexaban Renata: 200,000 
UR OONEE 5o50 OSes. eis icctesvesaes : enaushalam sisetaues 1,000,000 1,150,000 
$ 875, 000 $ 1, 640,0 000 
CREDITS 
Accounts payable sckeaaetiases .$ 525,000 $ 80,000 
Bank loans payable ......... Sap tatt Saatcahh Saat ai 10,000 
PE RES oicch ses eah ead Saas aan ad pes, 500,000 350,000 
Share capital authorized, issued and fully paid cede faa ks . 2,000,000 900,000 
DUROIOS: osescesccass es See Ae i Sic Sesh eareneweteicxglasesioveeleds 850,000 300,000 





$ 3,875,000 $ 1,640,000 





Examination of the accounts of G Co. Ltd. showed that: 
(a) Included in accounts payable was $75,000 for purchases from O Co. Ltd. 
(b) Investments consisted of: 
Government of Canada Bonds at cost. .000........0cccccceeeee $100,000 
REORDER RE RE ose ecesstevtseccnatantestecniaas 100,000 
Required: 
Consolidated balance sheet of the G Co. Ltd. and its subsidiary the O Co. Ltd. as at 
31 Mar 1953 immediately after the purchase of the shares, prepared in accordance with 
good accounting practice. (Make any assumptions you consider necessary.) 


A SOLUTION 
G CO. LTD. AND ITS SUBSIDIARY O CO. LTD. 
CONSOLIDATED BALANCE SHEET 
As at 31 Mar 1953 


ASSETS 
Current 
Cash on hand and in bank . teases Hance’ SES000 
Accounts receivable — trade, less ‘dlowence fee. 
PURINE NIN RNIN as gd seize, Wits Gunssicos cunt ae iatsaanhonssea 425,000 
Inventories — as determined and certified by the the man- 
agement and valued at the lower of cost or market ............__ 1,100,000 


Government of Canada bonds at cost (market value $98,500) 100,000 


Total current assets $ 2,190,000 
Fixed 
Fixed assets — at cost less depreciation ...................cccceeeee 2,150,000 
Other 
Goodwill on consolidation ..........0...0..c0c000... fea as ee eas OY 160,000 


$ 4,500,000 





326 The Canadian Chartered Accountant, May, 1954 


LIABILITIES AND CAPITAL 
Current Liabilities 


Bank loans . eet $ 10,000 

Accounts payable — trade ..... ’ 530,000 
Total current liabilities $ 540,000 

Bonds payable — 5% due 31 Mar 1970 . 850,000 
Less held in treasury oe 100,000 750,000 
Minority interest in capital and surplus : 360,000 
Total liabilities 1,650,000 


Capital and Surplus 


Capital 
Authorized and issued — 200,000 shares 
of $10 par value each . 2,000,000 
Surplus 850,000 
Total capital and surplus 2,850,000 
$ 4,500,000 
Notes: 


1. The goodwill arising out of the purchase of the controlling interest in O Co. Ltd. 
might be used to increase the dollar amount of the inventories or fixed assets of 
O Co. Ltd. if it were indicated that an appraisal had shown that the amount was under- 
stated on the books of the subsidiary. 


2. The bonds payable might have been shown as a single figure, net. 


EXAMINER’S COMMENTS 


The chief reason for loss of marks was poor form, poor wording, and careless 
presentation. 


PROBLEM 2 
Final Examination, October 1953 
Accounting I, Question 3 (20 marks) 


H Ltd. has among others a shearing department and a cutting department. Each 
department has 4 machines and each pair of machines is operated by one operator who 
receives $2.00 per hour and two assistants who receive $1.35 per hour each. The plant 
superintendent, who earns $450 per month, spends 25% of his time in the shearing depart- 
ment and 10% of his time in the cutting department. 

Each machine has a possible capacity of 160 hours per shift per month. The company 
operates all machines on the, day shift, but the night shift consists of one operator and two 
assistants who operate two machines, one in each department. 

The labour force is on hand and is paid for 160 hours per shift each month but it is 
estimated that the shearing machines will work only 70% of possible hours and the cutting 
machines only 90%. 

The total area of the plant is 11,000 sq. ft. of which 2,750 sq. ft. is occupied by the 
shearing department and 550 sq. ft. by the cutting department. 


00 


100 
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Certain estimated expenses for the following year are given below: 


PRs ER CHO RIPEN 250 ace os Pardes ge eiates ace etnttoneees $4,200 
—shearing machines é aves 3,400 
ADEE ENR IE 1 NIEMCRPRINOS 22225085 socks sca nsvslywcasncbenevadusceewsiavstavanics 1,400 
eed REN IEE AU PRNC NED se cazs estas sities acca seas Sevasskanbsaies seats 480 
WNNMMNMRI) SRMNNDER hack sac Seah ENE esis 2st Sadun anced Rasuastenadea ctatesacasseavees 900 
Insurance on building ........... Ppt tea eal sat eet tts 720 
Light and power ............. ebsites hi Ta Fee waco inl ual dca ccna ea deans Meena 2,100 
Na ea tastes ced eeeacanes tsa na te Recor 1,320 
Fireman and watchman ............. Rpt aba trcoarceepanha daiceas ta guacho hier 3,600 
Buticing CEPTS ALA MAIAVEMATCE \.,...-.66...400.0.0.-..00csscsessesereeceeeoscetensnes 160 
Factory supplies and expenses Saami iste coed Genes amas ones 4,250 
CHG AA ATIC CHBCUOS 5.09.05: 28rd Ss cccrensesenstinenicnae 675 
Certain of the expenses are to be apportioned as follows: 
: Shearing Cutting Building 
Dept. Dept. General 
Light and power 20% 10% 10% 
Factory supplies 10% 10% 20% 
Spoiled work per annum $55.00 $19.00 _ 


Repairs and maintenance are estimated at $180 per annum for each shearing machine 
and $150 per annum for each cutting machine. 
Required: 

Statement showing your calculation of the estimated rate per machine hour for 
applying factory service expense (overhead) in each of the shearing and cutting depart- 
ments. 


A SOLUTION 


H LED. 
Shearing and Cutting Departments 
EsTIMATED LABOUR COST FOR YEAR 








Shearing Cutting 
Dept. Dept. 
Operators — 
Day shift BIR TS TOS GO a. ssessss a sdesterecvanst $ 7,680 $ 7,680 
Night shift 1/2 x 12 x 160 x $2.00 sees wncetigess 1,920 1,920 
Assistants — 
Day shift ee AO 0 soi cescirsincice 10,368 10,368 
Night shift 1 =< 12 = 160 x $1.35 Neteeetucsisbaeteke 2,592 2,592 
Total labour Bs Dike aaiealba cee vacsctiess Sexo aus (axcssscatrgensss eee $22,560 
Non-productive labour — idle time 
30% ... dBeyies LA sh atte cious evsnatencees 6,768 
BNR diiicaivoasnuseiG.cissuin 2,256 
Direct labour he RE a Ew Aen kere pet AR Ek ee 15,792 20,304 


$22,560 $22,560 
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H LTD. 


Shearing and Cutting Departments 
EsTIMATED MACHINE Hours FOR YEAR 


Day shift: 
70% of 4x 12 x 160 
90% of 4x 12 

Night shift: 

70% of 1 x 12 
90% of 1 x 12 


x 160 
x 160 


Total machine hours 


REDD ios cesar iacacexen 


H LTD. 


Shearing 
Dept. 
5,376 hrs. 


1,344 


6,720 





Shearing and Cutting Departments 
EsTIMATED RATE PER MACHINE HOUR 


Estimated factory service expense for year 


Non-productive labour — idle time 
Superintendent 
Depreciation 
Property taxes . 
Building insurance 
Light and power 
Coal ei es 
Fireman and watchman a 
Building repairs and maintenance 
Factory supplies and expense . 
Spoiled work 

Repairs and maintenance to 


machines 


Allocation of building costs 
Total estimated factory service 
Total estimated machine hours for year 


Estimated rate per machine hour .... 


(25%) 


Shearing 


$ 6,768 
1,350 
3,400 


420 


425 

55 

720 

$13,138 

(25%) $ 2,990 
$ 16,128 

6,720 


$2.40 





EXAMINER’S COMMENTS 
Some candidates did not read the question carefully and (i) showed monthly expenses 
combined with annual expenses or (ii) included labour in the overhead rate. 


PROBLEM 3 


Final Examination, October 1953 


Cutting 
$ 2,256 
540 
1,400 


(10%) 
210 


425 

19 

600 

$ 5,450 
(5%) $ 598 
$ 6,048 
8,640 


$ .70 


Accounting I, Question 4 (20 marks) 


Cutting 
Dept. 


6912 hrs. 





Building 


$ 4,200 
900 

720 

210 
1,320 
3,600 
160 

850 


$ 11,960 


Late in 1948 the A Co. Ltd. was formed and acquired the patent rights to an industrial 
machine. 





A wholly-owned subsidiary the B Co. Ltd. was also formed in 1948 to manufac- 








PRS a RR 


hrs. 


ling 


200 
900 
720 
210 
320 


ses 








ee 


The Students’ Department 329 


ture the parts for the machines. These parts were sold to the A Co. Ltd. which assembled 
the parts and sold the machines. 


During 1949 and 1950 the A Co. Ltd. sold 52,000 machines at $18 each. Gross profit 
on each machine after including factory service expense of 20% of direct costs was $3.50. 
The parts manufactured by B Co. Ltd. were sold to A Co. Ltd. at $8.10 per machine. 
The gross profit of B Co. Ltd. after including factory service expense of 20% of direct 
costs, was $1.40 per machine. 


Administrative and general expenses of A Co. Ltd. were 85 cents per machine and 
of B Co. Ltd. were 60 cents per machine. Selling expenses incurred by A Co. Ltd. amounted 
to $1.15 per machine. 


The A Co. Ltd. and the B Co. Ltd. could produce and sell up to 20% more machines 
than had been sold. For each 4% increase in volume over the present level, total factory 
service costs would increase 3% of the costs at the present level and total general and 
administration costs would increase 2% of the costs at the present level. Selling expenses 
vary directly with the number of units sold. 


It was discovered that another company had infringed on the patent rights during 
1949 and 1950 and the A Co. Ltd. and the B Co. Ltd. had sued and obtained a judgment 
awarding them the full amount of the profits lost by reason of the 8,320 units produced 
and sold by the infringing company. 

Required: 


Statement showing your calculation of the amount of the award to the A Co. Ltd. 
ind to the B Co. Ltd. 


A SOLUTION 


A CO. LTD. and B CO. LTD. 
STATEMENT OF NET PROFIT AT LEVEL OF PRODUCTION OF 52,000 MACHINES 
for the years 1949 and 1950 


A Co. Ltd. B Co. Ltd. 
Sales aan aod s $ 936,000 $ 421,200 








Cost of goods sold: 








Material and labour steroee ieee ar cats $ 628,333 $ 290,333 

Overhead .... ch sited a' cas cidtNoarnn mani Sapte Sa ued oeewa nase adepaRseIa ‘ 125,667 58,067 

Total cost of goods sold ... ... $ 754,000 $ 348,400 

Sross profit ..... catia BN aiehhh BS ano sqeccue 1823000 $ 72,800 

Administrative expenses en scion doen aie nately since. “44200 $ 31,200 
Selling expenses .. : bse took BEM ocesvpsceraeieuiee weil ints mie 59,800 —- 


Total administrative and selling expenses...$ 104,000 $ 31,200 


Net profit ih TAR OE RA IO gan LENS ooo Ns as he Yl te ota 78,000 $ 41,600 
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STATEMENT OF NET PROFIT AT LEVEL OF PRODUCTION OF 60,320 MACHINES 


(Increase 16%) 
RAPS) 2s....-2. peer ts ee ve : ...... $ 1,085,760 





Cost of sales: 


Materials and labour 116% of $628,333 ...... Hist  WeOO 
DRG ir SSD nonce dis sce nkckecsbexsesessess 
Overhead DR RE MOOT oases Secssicestarssseosssccs 140,747 


112% of $ 58,067 «0.0... 


Total cost of goods sold so di chasis ..$ 869,613 


Gross profit eerie ame |e tog 

Administrative expenses 108% of $44,200 .200......0.0...ccceecceceeees $ 47,736 
108% of $31,200 spk ioabesineesuaces i 

Selling expenses 60,320 umits @$1.15 00.0.0... cee sceeeeeeeee 69,368 


Total administrative and selling expenses... $ 117,104 


Net profit $ 99,043 


A CO. LTD. and B CO. LTD. 
CALCULATION OF THE AMOUNT OF THE ‘AWARD 


A Co. Ltd. 

Net profit at level of production of 60,320 machines re $ 99,043 
Net profit at level of production of 52,000 machines ................. 78,000 
Amount of award at $ 21,043 





EXAMINER’S COMMENTS 


$ 488,592 


$ 336,786 
65,035 
$ 401,821 


$ 86,771 


33,696 


$ 33,696 





$ 53,075 





B Co. Ltd. 
$ 53,075 
41,600 


$ 11,475 


Some candidates did not realize that the 2% variation in general and administration 
costs is a rate per 4% increase in volume. Others, in considering the increased costs of 
the additional 8,320 units, ignored the effect of unit cost changes on the original 52,000 


units. 
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POSTPONING TAXATION BY INCORPORATING A BUSINESS 


By Professor William G. Leonard, F.C.A. 
School of Commerce and Administration, Queen’s University 


c is widely known in business circles 
that a businessman who owns an 
unincorporated business of any size 
which is earning an income for him 
can effect an immediate reduction in 
his income tax payments by incorp- 
orating the business. Note the effect 
of the word “immediate”. There may 
not be a total reduction, but merely a 
postponement. There is an immediate 
reduction because the rates of personal 
income tax are sharply graduated so 
that (using 1954 rates) any taxable 
income in excess of $25,000 is taxed at 
a rate higher than 50%. The rates 
of corporate income tax are 20% on 
the first $20,000 and 49% on anything 
over that amount. Furthermore, what 
was a single income before is now split 
into two incomes both of which at- 
tract taxation at relatively low rates by 
comparison with the “top bracket’ 
rates on a single income of equivalent 
amount. 


To illustrate how this works, let us 
take the case of an imaginary business- 
man John Smith. In example 1, let 
us imagine that he is a married man 
with no dependants other than his 
wife and owns an unincorporated busi- 
ness which earns him $52,000 a year. 


After deducting his marital exemption 
of $2,000, his taxable income is $50,- 
000. 

If we consult the table of 1954 tax 
rates, we find that his tax on the first 
$40,000 is $16,160 and on the remain- 
ing $10,000 is 55% or $5,500. This 
is a total tax of $21,660. 

Now in example 2, let us imagine 
that his is an incorporated business 
named Smith Limited which pays him 
a salary of $27,000 as president and 
general manager, and the remaining 
$25,000 is left to accumulate in the 
business. Now we have two separate 
incomes. 

Smith has a personal income of $27,- 
000 and is taxable on $25,000 of it. 
According to the 1954 tax tables, the 
income tax on this is $8,660. 

Smith Limited has an income of 
$25,000 only as Smith’s salary is a de- 
ductible expense in measuring the in- 
come of the company. 


On the first $20,000 it is taxed 


DE ROE bi oe kate: $4,000 
On the remaining $5,000 it is 
taxed 49% oor ........... er 2,450 





Total tax payable by the com- 
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The total tax immediately payable 
on both the incomes totalling $52,000 
is $15,110 which is a net saving in cur- 
rent taxes of $6,550 as compared with 
example 1. Now if this were the 
whole story, there would be an obvious 
advantage in incorporation. But, in 
the long run, the story may be differ- 
ent. The greater part of the apparent 
saving is merely a postponement, not 
an absolute saving. We will illustrate 
this by a further example which we 
will call example 3. 


In presenting example 3, we ask 
the reader to remember that whereas 
in the eyes of the law — for most 
purposes — John Smith Limited is a 
different “person” from John Smith 
himself, nevertheless in simple fact the 
company’s sole purpose is to earn in- 
come for its principal shareholder, 
namely John Smith. If the company 
is successful and builds up an accumu- 
lation of earnings, the personal tax on 
those earnings is only postponed — it 
is not cancelled. It will be exacted 
whenever John Smith draws his earn- 
ings out of the business. 


So in example 3, in order to demon- 
strate the extent of the postponement 
of taxation, we assume that the com- 
pany instead of retaining its earnings 
pays it out immediately as a dividend 
to John Smith which dividend is taxed 
at 1954 rates. 
$25,000 

6,450 


The company’s income is 
Out of this it pays income tax of 


Net amount available for divi- 


dends is $18,550 


From example 2 we see that John 
Smith was previously taxable on $25,- 
000, so on receipt of a dividend of 
$18,550 he now becomes taxable on 


$43,550. 


As in example 1, his tax on the first 
$40,000 is $16,160 and on the re- 
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mainder is 55% of $3,550 or $1,- 
952.50. 
Therefore, normal income tax 


Pe eee ee cl ban a $18,112.50 
Sur-tax on investment income 

of $18,550 is 4% of 

($18,550—$2,400) equals 646.00 
Total income tax before divi- 

Gehd tO CHEMI ...0.63.660500000. 18,758.50 
Dividend tax credit is 20% of 

$18/550 ‘equals: ......:........... 3,710.00 


Net personal tax . 15,048.50 


If we add the company income tax 
$6,450, we arrive at a total of $21,- 
498.50 which is approximately $150 
less than the tax in example 1. While 
in this example it is slightly smaller, 
in other cases the tax on this basis 
might be slightly greater. My main 
point is that it does not differ to any 
significant extent from that in example 
i. 


Note Concerning Example 3 

Recent amendments to the income 
tax law have made the comparisons 
shown in these examples considerably 
more favourable to shareholders than 
used to be the case. The dividend tax 
credit shown in example 3 is compara- 
tively new. 

Prior to 1949, no such credit was al- 
lowed. 
For the years 1949 to 1952 the rate 

of credit was 10%. 

For the taxation year 1953 the rate 

of credit was raised to 20%. 

It may readily be seen that the post- 
ponement of taxes on such a scale is 
a terrific inducement for every grow- 
ing business (whose principal financial 
need is for working capital to help 
it grow) to incorporate and to let the 
government help finance its expansion 
even if this means storing up a “day 
of reckoning” with the Tax Depart- 
ment until some future time when the 


$1,- 
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tax problem is bound to re-emerge. 
Often this day of reckoning if in- 
adequately foreseen and not planned 
for may take such a form as to en- 
danger the successful continuation of 
the business. Theoretically, on the 
other hand the day of reckoning may 
never come if the retained earnings 
of the company never have (i) to be 
withdrawn from the business or (ii) 
to be “capitalized” so as to attract 
taxation. 


The Day of Reckoning 


From the foregoing discussion, we 
can easily see why ever since the early 
days of income tax growing businesses 
have been eager to incorporate and 
postpone the full burden of their in- 
come tax payments until such time as 
the burden could be postponed no 
longer. The day of reckoning com- 
monly came for personal businesses 
(such as John Smith Limited in the 
examples we have given) at the time 
of the death of the principal share- 
holder, John Smith. Suppose he had 
plowed back all of the earnings of 
John Smith Limited into expansion of 
the business and had not withdrawn 
any of its earnings as dividends. John 
Smith Limited would then have a large 
accumulation of “undistributed  in- 
come” which had borne the company 
rate of tax but which still has to bear 
taxation as personal income at gradu- 
ated personal rates at the time when the 
company pays it out to the shareholders 
as dividends. If John Smith lives up to 
his $25,000 of other income and does 
not leave his heirs enough cash to pay 
succession duties from sources other 
than the business, the only way they 
can find the necessary funds to pay the 
succession duties is (i) to draw the 
money out of the business or (ii) to 
sell the business if they can find a 
buyer. But if they try to draw the 
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money out of the business to pay suc- 
cession duties, the money becomes 
dividend income in their hands and 
added to their other income, this will 
place them in a very high income tax 
bracket. The amount left to them af- 
ter income taxes may be insufficient to 
pay the succession duties. The com- 
bined impact of graduated succession 
duty rates and graduated income tax 
rates can create a problem impossible 
of solution. 

So, in many cases, a problem was 
created which could not be solved ex- 
cept by the heirs selling their capital 
interest at a sacrifice price if they 
could find a buyer in order to be able 
to pay the succession duties on their 
inheritance. In the words of the Ives 
Commission Report, ‘In such a case 
the heirs may be obliged to sell the 
business, often to a larger competitor 
and in disadvantageous circumstances”. 


Note that this problem arises only 
with private companies whose shares 
are not readily marketable. In the 
case of an estate consisting of shares 
in a large public company whose shares 
are listed on the stock exchange, the 
heirs can easily sell or borrow money 
on some of the shares to obtain money 
with which to pay succession duties. 
Here, no special income tax problem 
arises. It is on the shareholders of 
small private (one man or one fam- 
ily) corporations that the strait-jacket 
closes. 

To quote again from the Ives Com- 
mission Report, “the Commission was 
impressed with the fact that while the 
law treated shareholders of closely- 
held companies and those of public 
companies in the same fashion, there 
is a very real practical difference in 
the consequences”. 


Parliament to the Rescue 


The special difficulties of private 
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companies have occasioned legislative 
action on each of three separate occa- 
sions. 

(1) In 1930, legislation was intro- 
duced which in effect made it possible 
for a company to wind up, discontinue, 
or reorganize, and to distribute re- 
tained earnings earned prior to 1930 
free of personal income tax. This 
right was withdrawn in 1934 effective 
as of July 3 of that year. 

(2) In 1945, on the recommenda- 
tion of the Ives Commission, Parlia- 
ment enacted legislation under which 


“a private company” — defined as one 
with no more than 75 shareholders, 
exclusive of employees — might elect 


to pay a special tax on undistributed 
earnings on hand at the end of the 
1939 year. The balance of these earn- 
ings, after payment of this special 
tax, would be free of further tax when 
distributed to the shareholders. 

This provision “unfroze’” the pre- 
1939 earnings at a rate of special tax 
which varied from 15% to 33% de- 
pending on the total amount of money 
involved but failed to provide a con- 
tinuing remedy which might be .ap- 
plied to accumulations of earnings af- 
ter 1939. 

(3) In 1950, a new remedy was en- 
acted which not only dealt with pre- 
1949 accumulations but devised a con- 
tinuing form of partial relief which 
could be used with respect to earnings 
of 1950 and subsequent years. 

A special tax of 15% could now be 
paid on the pre-1949 earnings after 
which the remaining 85% became tax 
free if distributed on winding up, dis- 
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continuance, or reorganization of the 
company but mot if they are paid as 
ordinary cash dividends. 


The continuing relief for post-1949 
accumulations of earnings can be ap- 
lied only to 50% of the company’s 
earnings since that date and then only 
if two conditions have been fulfilled: — 


(1) If the company has an accumu- 
lation of pre-1949 earnings it must 
have elected to pay the special tax on 
them before electing to pay the special 
tax on the permitted portion of post- 
1949 earnings. 

(2) It must distribute as cash divi- 
dends an amount of post-1949 earnings 
equal to that on which it is electing 
to pay the special tax of 15%. 

The effect of these provisions, in 
general, is that now private companies 
are able to arrange their affairs so 
that on the death of a principal share- 
holder, they can reorganize the com- 
pany, pay a relatively low rate of tax, 
namely 15% on 100% of pre-1949 
earnings and on 50% of post-1949 
earnings, provided they pay the full 
personal rates on the other 50% and 
so have the remaining 85% of these 
earnings available to pay succession 
duties or to make other necessary ar- 
rangements for the continuation of the 
business as a going concern. Of course 
there is an even easier solution avail- 
able if the principal shareholder has 
had the foresight to draw out cash 
dividends year by year for 50% of 
the company’s post-1949 earnings and 
so avoid “lumping” the dividends in- 
to one year and raising his income in- 
to an unnecessarily high “tax bracket’. 


Articles and cases in The Tax Review are cited by reference to the year and Part in which the 
case or article appears. Two parts will be published each year: Part I comprises the issues of The 


Canadian Chartered Accountant from January to June, and Part II the issues from July to Dec. 
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RECENT TAX CASES 


M.N.R. v. MacInnes 
(Exchequer Court of Canada, Thorson P., March 8, 1954) 
Married Persons — Transfer of Property by husband to wife — Property twice 


substituted therefor — Whether income from chargeable to husband — Strict 
construction — IWTA s. 32(2) 


During the years from 1939 to March 
1947 MacInnes made gifts to his wife 
of money and bonds to the value of 
$9,000, with which money she purchas- 
ed bonds, later selling those and buying 
stocks, and then later selling the stocks 
and purchasing other securities, from 
which in 1948 she received income 
amounting to $2,606. The Minister 
invoked IWTA s. 32(2) and assessed 
the husband to income tax in respect of 
the wife’s income from the said securi- 
ties in that year. IWTA s. 32(2) pro- 
vides that “where a husband transfers 
property to his wife . . . the husband... 
shall nevertheless be liable to be taxed 
on the income derived from such pro- 
perty or from property substituted there- 
for as if such transfer had not been 
made”. 

Held, affirming the ITAB (sab nom 19 
v. MNR [1951] Tax Rev. 205 (Mr. 
Fisher) ), the income was not derived 
from the property transferred by the 
husband to the wife or from “property 
substituted therefor’, within the mean- 
ing of those words in s. 32(2); it was 


derived from property substituted for the 
substituted property, and therefore s. 
32(2) did not apply to authorize the 
assessment of the husband in respect of 
that income. Inasmuch as s. 32(2) im- 
poses a tax liability only in exceptional 
circumstances it is essential to the im- 
position of tax thereunder that it should 
clearly apply to the facts of the case. 
It is well settled that a tax liability can- 
not be fastened upon a person unless his 
case clearly comes within the express 
terms of the enactment: it is the letter 
of the law that governs in a taxing Act. 
Moreover, the Court has no right to as- 
sume that a transaction is within the in- 
tention or purpose of a taxing Act if it 
does not fall within its express terms. 
There is no intention to tax other than 
that which its words express. Connell v. 
MNR [1946] Ex. C.R. 562, at 566; 
Partington v. A.-G. (1869) L.R. 4 HLL. 
100, per Lord Cairns at p. 122; Tennant 
v. Smith [1892] A.C. per Lord Hals- 
bury at p. 154. 

Appeal dismissed 


Stock Exchange Bldg. Corp. v. M.N.R. 
(Exchequer Court of Canada, Thorson P., March 11, 1954) 


Interest on Borrowed Capital — Bond discount — Underwriters’ commission — 
Overdue interest — Whether interest payable thereon deductible — IWTA 
s. 5(1)(b) 


Appellant company erected a building 
in Vancouver in 1929, and financed the 
construction by an issue of $550,000 
first mortgage 6% bonds which provided 
that interest should be payable on over- 
due interest at 6%. The company de- 


faulted in payment of interest after 


three years, but it was allowed a deduc- 
tion for the full amount of interest pay- 
able, including interest on overdue in- 
terest, in all the years up to and includ- 
ing 1944. The bonds were issued at 
$99, i.e. at a discount of $1 per $100 
bond, the issue being handled for appel- 
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lant by an underwriting firm which re- 
ceived a commission of $9 per $100 bond. 
For the years 1945 to 1948, both inclu- 
sive, appellant claimed deductions of the 
full amount of interest, including inter- 
est on overdue interest, payable on the 
bonds in those years, none of which was 
in fact paid, but the Minister disallowed 
any deduction for (1) interest on over- 
due interest, (2) interest referable to the 
discount granted on the issue of the 
bonds, and (3) interest referable to the 
commission paid the underwriters of the 
bond issue. Appellant appealed to the 
ITAB (Mr. Fisher), [1953] Tax Rev. 
33, which held that no deduction was 
allowable under IWTA s. 5(1)(b) for 
(1) interest on overdue interest and (2) 
interest referable to the discount granted 
on the issue of the bonds, but that a de- 
duction was allowable for interest refer- 
able to the amount of the underwriters’ 
commission. Appellant appealed against 
the disallowance of the deduction of the 
interest on overdue interest and the Min- 
ister cross-appealed against the allowance 
of the deduction of interest on the un- 
derwriting commissions. 

Held, neither was an allowable deduc- 
tion. Inasmuch as interest on borrowed 
capital is not an allowable deduction 
from income except as s. 5(1)(b) per- 
mits, the ambit of that exception must 
not be extended to cover cases that do 
not come within its express terms: Lum- 
bers v. MNR [1943] Ex. C.R. 202, per 
Thorson P. at p. 211. To be entitled to 
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a deduction under s. 5(1)(b) it is there- 
fore necessary to show that the overdue 
interest was capital, that it was borrowed, 
and that it was used in the business to 
earn income. In none of the particulars 
mentioned did the overdue interest qual- 
ify: it was not “capital”, which word 
imports an asset in some form capable 
of being or becoming a source of in- 
come, as distinct from the obligation or 
liability incidental to it (Baymond Corp. 
v. MNR [1945] Ex. C.R. 11, per Thor- 
son P. at p. 15): it was not “borrowed” 
from the bondholders, the relationship 
between the appellant and the bond- 
holders in respect of the unpaid interest 
and the liability to pay interest on it 
not being that of borrower and lender 
but that of debtor and creditor (McCoo! 
Ltd. v. MNR (Sup. Ct. of Can.) [1950] 
S.C.R. 80, applied.) Finally, the amount 
paid the underwriters for their services 
in selling the bonds for appellant was 
not “used in [appellant’s] business to 
earn the income”, as required by s. 
5(1)(b); it was rather a cost to appel- 
lant of its financing and as such was a 
capital cost and therefore not properly 
deductible as an operating expense: 
Montreal Coke & Mfg. Co. v. MNR 
[1944] A.C. 126, applied. 

Moreover, since the interest on the 
overdue interest was not actually paid it 
was not deductible in any event: Trapp v. 
MNR [1946] Ex. C.R. 245 per Thorson 
P, at p. 262. 

Appeal dismissed; cross-appeal allowed 


M.N.R. v. Topham 
(Exchequer Court of Canada, Cameron J., March 8, 1953) 
Farmers and Fishermen — Election to average income for five years — Filing 


of returns for averaging years within prescribed time — A condition precedent 
to election — ITA 1948 s. 39(1), 40 


Topham, whose chief source of income 


was farming, filed his income tax re- 
turns for 1946, 1947 and 1949 within 


the time limited by the statutes for so 
doing but he did not file his tax return 
for 1948 until some weeks after the last 








[1954] | 


day fixed by the Act for filing it and a 
penalty for late filing under IWTA s. 
77 was imposed by the Minister and paid. 
In all of the years mentioned Topham 
had taxable income. Within the time 
limited by ITA 1948 s. 39 Topham filed 
an election to average his income for the 
four years mentioned, but the Minister 
rejected the election on the ground that 
Topham, by failing to file his tax return 
for 1948 within the time specified by the 
Act (IWTA s. 33; ITA 1948 s. 40) was 
disentitled to elect to average his income 
for the four years in question under s. 
39, which authorizes an election if, /fer 
alia, the taxpayer has filed returns of in- 
come for preceding years as required by 
Part I of the Act. 


Topham’s appeal to the ITAB was al- 
lowed by Mr. Fisher [1952] Tax Rev. 
135. The Minister appealed to the Ex- 
chequer Court of Canada. 


Held, allowing the Minister’s appeal, 
Topham did not file returns of income 
for the years of the averaging period “‘as 
required by Part I’ within the meaning 
of those words in ITA 1948 s. 39. It 
is provided in Part I (viz. s. 40) that 
in the case of an individual who has tax- 
able income in a taxation year a return 
of his income shall be filed with the 
Minister in prescribed form and contain- 
ing prescribed information on or before 
April 30 in the next year. The latter 
requirement of s. 40 cannot be treated as 
mere surplusage in order to avoid what 
is contended to be an anomalous result. 
MNR v. Nielsen (Angers J.) [1953] 
Tax Rev. 28, agreed with. Topham is 
claiming the benefit of a relieving en- 
actment and it is a well established rule 
that an exemption provision in a taxing 
Act must be strictly construed, that is to 
say, a taxpayer who claims an exemption 
from income tax must bring his claim 
squarely within the provisions of the ex- 
empting section; he must show that every 
constituent element necessary to the ex- 
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emption is present and that every condi- 
tion required by the exempting section 
has been complied with: Lumbers v. 
MNR [1943] Ex. C.R. 202, per Thor- 
son P, at p. 211 followed. 

Appeal allowed 


Editor’s Note: In this decision Cameron J. 
follows Angers J. in Nielsen v. MNR, supra, 
in holding that under ITA 1948 s. 39 a re- 
turn is not filed “as required by Part I” unless 
it complies with both requirements of s. 40, 
viz, as to the form of return and as to the 
time of filing. Section 40 does not, however, 
require any return to be filed by an individ- 
ual for any taxation year for which no tax 
is payable unless the Minister demands that 
a return be filed. Hence it cannot be said 
that a return filed by an individual for a year 
for which no tax was payable is filed as re- 
quired by Part I unless the Minister has de- 
manded it. Cameron J. mentions in his 
judgment that counsel for the Minister ad- 
mitted in argument that a farmer who had 
no taxable income for a year could come 
within the averaging provision of ITA 1948 
s. 39 by filing a return for that year at any 
time before making his election to average. 
But in view of the above it must be doubted 
whether this is really so. 


Under ITA 1948 s. 39 it is a condition 
precedent to an election that the taxpayer file 
returns of income as required by Part I for 
the four years immediately preceding the year 
of averaging. Since, according to this judg- 
ment and that of Angers J., s. 40 lays 
down the requirements as to the filing 
of returns, it would appear to follow 
that a taxpayer who has no taxable income 
in any year within a five year period cannot 
average for that period since he cannot com- 
ply with ITA s. 39, viz., file returns for all 
of such years “as required by Part I”, there 
being no requirement to file a return for a 
year of no taxable income. If that is so, it 
follows that under ITA 1948 s. 39 a farmer 
can only elect to average for a period of five 
successive years in each of which he had a 
taxable income. 


ITA 1948 s. 39 was, however, amended in 
1953 to permit a taxpayer to elect to average 
for the year of averaging and the four im- 
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mediately preceding years for which he had 
filed returns of income as required by Part I 
if (subsection (3)) the first of such years 
is not earlier than the sixth year before the 
year of averaging. It is therefore no longer 
necessary that the taxpayer have a taxable in- 
come in each of five successive years in order 
to elect, but on the other hand the election 
must be for the year of averaging and the 
four preceding years in which the taxpayer 
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had taxable incomes, the earliest of whicn 
was not more than six years prior to the 
year of averaging. The exclusion of years of 
no taxable income from the averaging period 
will, of course, prevent a taxpayer from claim- 
ing marital and other personal allowances to 
the extent that they exceed his actual income 
in any year, but it will also have other unde- 
sirable consequences from the point of view 
of the taxpayer. 


INCOME TAX APPEAL BOARD CASES 


Fabio Monet Esq., 0.C. (Chairman) Cecil L. Snyder Esq., Q.C. (Assistant Chairman) 
W. S. Fisher Esq., Q.C. and R. S. W. Fordham Esq., Q.C. 


Kennedy v. M.N.R. 


Farmers & Fishermen — Averaging In- 
come — Losses sustained in last two years 
of averaging period — Whether last 
year’s loss to be taken into account — 
Construction of statutes — Parliamentary 
intention — Debates in House of Com- 
mons relevant — ITA (1950) s. 26(1) 


(4), 39(1) (4) 


Kennedy, a farmer, elected to average 
his farm income for the five years 1946 
to 1950 under ITA s. 39, his income 
from farming for the five years being 
$16,032 in 1946, $17,353 in 1947, 
$6,342 in 1948, a loss of $4,249 in 1949 
and a loss of $17,734 in 1950. . Kennedy 
contended that his average income for the 
five years should be the average of the 
above amounts, that is, taking into con- 
sideration the losses sustained both in 
1949 and in 1950, but the Minister con- 
tended that in virtue of s. 39(1)(a) the 
loss sustained in 1950 must be dealt with 
in accordance with the provisions of s. 
26(1)(d), i.c., be applied first against 
the income of the previous year and the 
remainder against income of the succeed- 
ing years, and since Kennedy had no in- 
come in the previous year, he contended 
the 1950 loss could not be taken into 
account in averaging the income of the 


five years in question but must be car- 
ried forward to the succeeding years. 


Held (Mr. Fisher), the appeal must be 
allowed. Section 39 is a special pro- 
vision for averaging the incomes of farm- 
ers and fishermen over a five-year period, 
where as s. 26(1)(d) is concerned with 
the taxable income of a taxpayer deter- 
mined each year. The average income 
for a five year period requires that losses 
as well as profits be taken into account. 
This construction of s. 39 is supported 
by statements made in the House of Com- 
mons when s. 39 was being enacted, and 
the contrary construction would lead to 
the anomalous situation that a farmer 
who sustained losses in the first two 
years of the period would be in a better 
position than one who sustained losses 
of the same amount in the last two years 
of the averaging period. 
B.C., Jan 13/54 Allowed 


Stringham v. M.N.R. 


Farmers and Fishermen — Averaging 
income — Whether averaging excluded 
for year of loss — “Chief source of in- 
come” — Meaning of — Parliamentary 
intention — ITA 1948 s. 39 


Stringham owned a ranch and leased 
ranch lands from other ranchers, pur- 
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chased livestock each year, and put them 
out to fatten on his grazing lands until 
they were ready for market. Some cattle 
he put into feeder lots where they were 
fattened on grain more rapidly than on 
grazing lands. In 1948 he sold his ranch 
lands but continued to buy and graze 
cattle for sale on leased lands. In 1949 
he sustained a loss on his operations and 
he elected to average his income for the 
years 1946 to 1949 as authorized by ITA 
s. 39. The Minister rejected the election 
on the ground that Stringham’s chief 
source of income for 1949 was not from 
farming. 

Held (Mr. Fisher), the appeal must be 
allowed. 

(1) Appellant’s operations during 1949 
constituted “livestock raising’ within the 
meaning of that phrase in the definition 
of “farming” contained in ITA 1948 
s- 127(1)(0) even though he did not 
own the land on which those operations 
were carried on. 

(2) The words “chief source of in- 
come” in s. 39(1) could not be inter- 
preted as meaning the source from which 
the taxpayer’s principal income was de- 
rived in a year because such an interpreta- 
tion would frustrate the obvious intention 
of Parliament in enacting the averaging 
provisions since so construed the section 
could not be invoked for a year of loss. 
Alternatively the words “chief source of 
income during a taxation . . . year and the 
four immediately preceding years” in 
s. 39 were satisfied if the taxpayer's chief 
source of income for the whole of the 
averaging period was farming, which was 
the case here. 


Alta, Jan 11/54 Allowed 


M.N.R. 


Farmers & Fishermen — Election to av- 
erage for five years — Whether farming 
chief source of income for averaging 
period — Income from other source ex- 


Lawrence v. 
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ceeds farm income for one or more 
years — ITA 1948 5s. 39 


Lawrence elected to average his income 
for the five years 1947 to 1951 under 
ITA 1948 s. 39 on the ground that his 
chief source of income during those five 
years was farming. In each of the five 
years he operated his farm at a profit and 
also derived income in each of such years 
from a land-clearing and brush-cutting 
business which he carried on in partner- 
ship with another person. In 1947 and 
1948 his income from the other business 
exceeded his farming income; in 1949, 
1950, and 1951 his farming income ex- 
ceeded his income from the other bus- 
iness, and for the whole five years his 
farming income exceeded his income 
from the other business by some $7,500. 
The Minister rejected Lawrence’s elec- 
tion to average under s. 39 on the ground 
that his chief source of income during 
the years concerned was not from farm- 
ing alone. 


Held (Mr. Fisher), since Lawrence's 
income from farming exceeded his in- 
come from the other business in 1951 
and in the five years of the averaging 
period his chief source of income in 
1951 and the four year period immed- 
iately preceding 1951 and therefore for 
the whole of the five-year period’ was 
farming, and he was thus clearly within 
the terms of s. 39 and entitled to aver- 
age. 


Alta, Feb 22/54 Allowed 


Bekkerus v. M.N.R. 


Farmers & Fishermen — Election to av- 
erage — Chief source of income —- 
Meaning of — A question of fact — 
Income of averaging period determines 
right to average — ITA 1948 s. 39 


Bekkerus had income from farming 
in 1947, 1948, 1949, and 1951, but sus- 
tained a loss on his farming operations 
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in 1950. In 1948, 1949, 1950, and 1951 
he had income from other sources, and 
in each of the latter three years his in- 
come from these other sources exceeded 
his income from farming, though his 
total income from farming for the five 
years (viz. $9797) exceeded his total 
income from the other sources for the 
same period (viz. $8730). The taxpay- 
er filed his annual returns on time and 
elected to average his income for the 
five year period under s. 39. The Min- 
ister refused to permit averaging, how- 
ever, on the ground that his chief source 
of income for the years of average was 
not from farming. 


Held (Mr. Fisher), under ITA 1948 s. 
39 it is not necessary that the taxpayer’s 
chief source of income in each of the 
years of the averaging period be farming 
(or fishing) in order to permit of averag- 
ing; it suffices if his chief source of in- 
come for the whole duration of the five 
year period be farming (or fishing), 
as is the case here. Under s. 39 the 
Minister has no power to rule that a 
taxpayer's chief source of income is not 
farming but a combination of sources, 
that power being authorized only for the 
purposes of s. 13. What is a taxpayer's 
chief source of income is a question of 
fact, and here where the farmer had a 
larger income from farming than from 
all other sources combined for the five 
year period and was in addition a bona 
fide farmer throughout the period, the 
falling off of his farm income in the 
last three years of the period being due 
to weather conditions, it must be found 
that his chief source of income during 
the period was farming and that he was 
entitled to average. 


Alta, Feb 24/54 Allowed 


140 v. M.N.R. 


Farming Losses — Farming conducted al- 
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ways at a loss — Whether chief source of 
income — ITA s. 13 


Appellant, who enjoyed a private in- 
come, purchased a farm of 47 acres in 
1945, to which he subsequently added 83 
acres. By 1949 he had invested $65,000 
in the farm and had substantially in- 
creased its productivity. He lived on the 
farm three months of each year and testi- 
fied that during the balance of the year he 
spent most of his working days at his 
office (where he held a sinecure as vice- 
president of a private company) in main- 
taining his farm records and accounting. 
He kept two regular employees at his 
farm and hired extra help when need- 
ed. Farming authorities testified that it 
would take about 8 to 10 years for ap- 
pellant’s farm to operate at a profit. The 
farming operations resulted in a loss of 
$8,485 in 1947, $7,540 in 1948, $5,860 
in 1949, and $7,570 in 1950. Appellant's 
income from other sources, including 
stocks, bonds, and patents, was $28,00 in 
1949 and $29,000 in 1950. In his tax 
returns for those years he deducted his 
farm losses sustained in those years but 
the Minister invoked ITA s. 13 and 
ruled that appellant’s chief source of in- 
come was not farming or a combination 
of farming and some other source and 
that only one-half of his farm losses for 
each year was properly deductible. 
Held (Mr. Fordham), the appeal must 
be dismissed. The evidence did not 
support appellant’s contention that farm- 
ing operations constituted one of his 
chief sources of income. Rather he was 
primarily a business man and farming 
was a secondary pursuit. Further, whether 
or not he operated the farm with a rea- 
sonable expectation of profit is irrelevant 
under ITA s. 13, which speaks of ‘‘chief 
source of income’ and not of “chief oc- 
cupation” as did IWTA s. 10. Nor was 
there support for his submission that his 
farm was a chief source of income as 
being an investment like his other invest- 
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ments: farming had not become his 
chief source of income and was still main- 
ly a cause of expense to him whatever its 
future prospects. McLaughlin's Executor 
v. MNR (Ex.) [1952] Tax Rev. 188; 
Petschek Vv. MNR (ITAB) [1952] Tax 
Rev. 149; 76 v. MNR (ITAB) [1953] 
Tax Rev. 55, distinguished. 


Que, Jan 11/54 Dismissed 


Eaton v. M.N.R. 


Farmers & Fishermen — Farming loss — 

Farming not chief source of income in 

loss year — Deduction restricted to one- 
half loss — ITA 1951 s. 13 


Appellant was a farmer in Alberta but 
had income from other sources as well. 
He sustained losses in his farming oper- 
ations in the great majority of years, 
and in each of the years 1947 to 1951 
inclusive. 

Held (Mr. Fisher), notwithstanding that 
appellant’s occupation and main activi- 
ties throughout 1951 had to do with 
farming, farming was not his chief source 
of ‘income in that year since he received 
no income from farming in that year, 
and accordingly he was not entitled to 
deduct his whole farming loss from his 
other income in that year but only one- 
half of his farming loss not exceeding 
$5000, as permitted by ITA 1951 s. 13. 


Feb 23/54 Dismissed 


Editor’s Note: Section 13 provides in effect 
that one-half of a farming loss up to $5000 
may be deducted from a taxpayer's other in- 
come where his chief source of income is 
not farming (or farming and some other 
source). It is held here apparently that a 
chief source of income is the source from 
which more income is derived than from 
any other source (or perhaps from all other 
sources). It follows therefore that under 
s. 13 only one-half of a farming loss not 
exceeding $5000 can be deducted from 
other income of the same year and that the 
balance of the loss can only be applied 
against the farming income of the taxpayer 
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for the previous year and the five succeed- 
ing years under s. 27(1)(e) and then only 
if the farming loss is a “business” loss, 
which condition may conceivably exclude 
farming losses sustained by persons who 
carry on farming as a hobby only. Under 
s. 39 a person whose chief source of income 
is from farming during the taxation year 
and the first four of the six immediately 
preceding years in which he had taxable 
income can elect to average his taxable in- 
come from all sources for those five years 
but not taking into account a business loss 
sustained in the year following the taxation 
year. Such at least appears to be the re- 
sult of the cases on these various provisions. 


115 v. M.N.R. 


Consideration for covenant not to com- 
pete — Whether agreement states facts 
correctly—ITA (1950) 5. 24A 


In July 1935 appellant, the controlling 
shareholder of company A, agreed to sell 
his shares to certain persons for $600,000, 
to be payable $540,000 by the purchasers 
and $60,000 by the company. Pursuant 
thereto company A entered into a con- 
tract with appellant whereby, in consider- 
ation of his covenant not to engage in 
the lobster business in a specified area 
the company covenanted to pay him $60,- 
000 over 20 years at the rate of $3,000 
a year. Subsequently company A sold all 
its assets to company B, and by a supple- 
mentary agreement between appellant, 
company A and company B, appellant 
released company A from the above obli- 
gation and in consideration of a coven- 
ant by company B to pay him the bal- 
ance of the $60,000 still owing by com- 
pany A covenanted with company B not 
to engage in the lobster business in the 
specified area for 20 years. Appellant 
was assessed to income tax in respect of 
the sums paid him by company B pur- 
suant to the above covenant in 1949 and 
1950. This appeal followed, and it was 
stated on the appeal that none of the 
parties mentioned was at any relevant 
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time engaged in or interested in the lob- 
ster business, and that appellant’s cov- 
enant was simply inserted in the agree- 
ment to indicate a consideration for the 
covenants by companies A and B to pay 
him a total of $60,000 over 20 years. 
The Minister relied on JT'A s. 24A, 
which provides (in part): 
An amount received by one person from 
another 
(a) during a period while the payee was 
an officer of, or in the employment 
of, the payer, or 
on account or in lieu of payment of, 
or in satisfaction of, an obligation 
arising out of an agreement made by 
the payer with the payee immediately 
prior to, during or immediately after 
a period that the payee was an officer 
of, or in the employment of, the 
payer, 
shall be deemed . . . to be remuneration 
for the payee’s services . . . unless it is 
established that, irrespective of when the 
agreement, if any, under which the amount 
was received was made or the form or legal 
effect thereof, it cannot reasonably be re- 
garded as having been received .. . 
(iii) in consideration or partial consider- 
ation for covenant with reference 
to what the officer or employee is, 
or is not, to do before or after the 
termination of the employment. 
Held (Mr. Monet), the court was satis- 
fied on the evidence that the amount of 
$60,000 which company A agreed to 
pay appellant was not to be paid him in 
consideration of his covenant net to en- 
gage in the lobster business, and the same 
applied to the agreement by company B 
to pay him moneys. Accordingly appel- 
lant’s case fell within exception (iii) to 
s. 24A. 
Sep 16/53 


(b) 


Allowed 


Twin City Industrial Equipment Ltd. 
v. M.N.R. 

Capital Cost Allowances -- Leasehold 

interest of manufacturer in spur line — 

Rate of allowance — Applicable class — 
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Cl. 1(h) not applicable — Cl. 13 ap- 
plicable 


In 1948 a railway industrial spur was 
constructed on lands which appellant 
company leased from the City of Port 
Arthur. The spur line was laid from 
material supplied by the C.N.R., on a 
hard cinder roadbed constructed at ap- 
pellant’s cost, but the materials remain- 
ed the property of the C.N.R. By agree- 
ment with the C.N.R. appellant became 
lessee of the spur line at a specified rent- 
al, which was terminable by the C.N.R. 
at any time on two months’ notice with- 
out compensation to appellant. In its 
return for 1950 appellant claimed a 
capital cost allowance in respect of its 
expenditure on the spur line at the rate 
of 20% under IT Regs Sch. B, Cl. 13 
on the ground that it was in respect of 
a leasehold interest, but the Minister 
contended that it fell under cl. 1(h) “a 
tailway track and grading that is not 
the property of a railway system”. 
Held (Mr. Fordham), as the railway 
was the property of the C.N.R. and the 
grading the property of the city of 
Port Arthur it was excluded from cl. 
1(h) and the only other applicable 
class was cl. 13 as contended by appel- 
lant. 


Ont, Nov 17/53 Allowed 


Lamb v. M.N.R. 


Capital Cost Allowances — Leasehold 
Interest — Purchase of deceased lessee's 
business — Not cost of acquiring lease- 


hold — ITRegs, Sch. B, Cl 13 


Lamb, a dentist, was given to expect 
that he would be granted a lease of office 
space in a building if he purchased the 
practice of the previous lessee, a dentist, 
who had died. With that purpose in 
mind Lamb purchased the whole of the 
deceased dentist’s business from the lat- 
ter’s widow for $5,000, of which $3,250 
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was specified as the price of equipment 
and $1,750 for goodwill and rights in 
the lease. The lease of the premises 
granted Lamb by the building owners 
was for one year at a monthly rent of 
$110. Lamb sold the equipment pur- 
chased by him as aforesaid, realizing 
$3,200, but he considered the unrecover- 
ed amount, viz. $1,800, as being the cost 
of obtaining the lease, and in his return 
for 1951 claimed a deduction of one- 
fifth of that amount as the allowance 
permissible under Class 13 of Sch. B of 
the ITRegs in respect of the capital cost 
to him of a leasehold interest. 


Held (Mr. Fordham), appellant did not 
purchase a leasehold interest but the 
opportunity to obtain a foothold in the 
building and thus acquire first chance of 
obtaining a lease of premises therein. 
The deduction was therefore not allow- 
able. 


Que, Dec 10/53 Dismissed 
131 v. M.N.R. 
Capital Cost Allowances —- Arms 


length purchase of assets followed by 

non arms length sale — Valuation estab- 

lished by purchase —ITA 1948 s. 
20(1) and (2) 


In November 1948 Y, who was in 
the trucking business, obtained an option 
to purchase 31 trucks together with cer- 
tain franchises and highway transport 
licences from a trucking firm for $40,- 
000, of which amount $39,852 was for 
the trucks and the remainder for the 
licences and goodwill. Y spent a good 
deal of time before exercising the option 
in soliciting new customers and seeking 
new business on the strength of the 
licences to be obtained, and on January 
3, 1949 the sale was executed. On 
February 2 Y transferred all the said 
assets for $50,000 to appellant corpora- 
tion which had been incorporated two 
weeks earlier and of which he became 
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the majority shareholder. The reason 
for the increase in the price was explain- 
ed as being the result of the increased 
value of the licences as a result of Y’s 
efforts. In assessing appellant to tax, 
however, the Minister allowed capital 
cost allowances in respect of the trucks 
on a capital cost of $31,882 for 1949 
and $30,444.34 for 1950, purporting to 
do so under ITA 1948, secs. 11(1) (a), 
20(1) and (2) and ITRegs s. 1100. 
The explanation for placing the capital 
cost of the trucks at this amount was 
somehow connected with the increase of 
$10,000 in the sale price of the assets 
between the date of the option and the 
date of the sale to appellant company. 
It was not disputed that the second sale 
was a non arms length transaction. 


Held (Mr. Fordham), inasmuch as the 
first sale was an arms length transaction 
which fixed the capital cost of the trucks, 
capital cost allowances ought to have 
been allowed on that amount. The 
value of the trucks was not affected by 
the increased value placed on_ the 
licences. 
Dec 1/1953 Allowed 
134 v. M.N.R. 

135 v. M.N.R. 


Capital Cost Allowances — Logging 
Equipment — Retroactive increase in 
rate — Whether applicable to corpora- 
tion where accounts already made up — 


ITRegs 1100(4) 
134 v. MNR 


Appellant was a private company 
whose financial year ended on December 
31 of each year. In its income tax re- 
turn for 1951, appellant claimed a cap- 
ital cost allowance on mechanical equip- 
ment acquired for logging operations at 
the rate of 20%, that being the amount 
actually charged in its accounts and re- 
flected in its financial statements at that 
time. Prior to May 9, 1952 the maxt- 
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mum rate of capital cost allowance for 
such equipment was 20% under the In- 
come Tax Regulations, but on May 9, 
1952 the rate was increased to 30%, and 
the increased rate was made retroactive 
to the 1950 taxation year. (Order-in- 
council P.C. 2702 of May 9/52 [1952] 
Tax Rev. 178.) The amending order- 
in-council was published in the Canada 
Gazette on May 28, 1952 and in June 
appellant filed its tax return for 1951. 
On August 1, appellant notified the 
Minister that it proposed to file an 
amended return for 1951, and altera- 
tions were made to its books of account 
and financial statements for 1951 in or- 
der to comply with ITReg 1100(4) 
which restricts capital cost allowances 
claimed by a corporation to the amount 
shown in its books of account and re- 
flected in its financial statements, i.e., 
the amount of the deduction shown 
therein was increased from 20% to 
30%. By notice of assessment dated 
August 25 appellant was assessed to 
tax on the footing of capital cost allow- 
ance at 20% only. Appellant's amend- 
ed return claiming capital cost allowance 
at 30% was not filed until September 
1952. 

Held (Mr. Fisher), inasmuch as the in- 
creased rate was made retroactive to 
1950, appellant was entitled to the bene- 
fit of that rate in 1951. It would be 
both absurd and discriminatory if the 
increased rate could be availed of only 
by those who claimed higher allowances 
in their accounts than the regulations 
permitted and by those who delayed in 
making up their accounts. Such could 
not be the intention of Parliament. 

Dec 15/53 Allowed 


135 v. MNR 


The question at issue in this appeal 
was similar to that which was dealt with 
in 134 v. MNR, supra, except that the 
taxation year under assessment was 1950, 
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appellant’s financial year ending on 
March 31st in that year, and its return 
for that year was filed at the end of 
1950, in which capital cost allow- 
ance on mechanical logging equipment 
was claimed at 20%. Following the 
retroactive increase in the rate to 30% 
in 1952 appellant altered its books of 
account and financial statements for 
1950 to show capital cost allowances on 
the equipment at 30% and it then made 
claim for an additional tax deduction, 
which was rejected by the Minister for 
the reasons stated in the appeal of 134, 
supra. Mr. Fisher allowed the com- 
panys’ appeal for the reasons stated in 
the appeal of 134. 

Dec 15/53 Allowed 
Editor’s Note: The report of this decision 
does not state whether or not the appellant 
was assessed for 1950 prior to the filing of 
its claim in 1952 for increased capital cost 
allowance, and, if assessed prior to the date 
of the new claim, whether or not it filed an 
objection to the assessment within the time 
prescribed. In the appeal of 134 the com- 
pany was assessed prior to the filing of its 
amended return but objection to the assess- 
ment was made within the time allowed by 
the Act for so doing. 


Sibbitt v. M.N.R. 


Capital Cost Allowances — Non-arms- 
length transaction — Husband and wife 
partners — Sale of partnership interest 
in depreciable property to surviving 
partner — ITA s. (20)(2) (1950) 


Prior to May 12, 1949 appellant and 
his wife as partners purchased a creamery 
business for $6,000. On May 12 they 
entered into a separation agreement and 
on the same day the wife sold her hus- 
band her one-half interest in the cream- 
ery for $16,000. In 1950 the husband 
claimed capital cost allowances in respect 
of the creamery on the basis of the 
$16,000 paid by him to his wife. The 


Minister, invoking ITA s. 20(2), re- 
fused to allow the deduction. 
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Held (Mr. Fisher), inasmuch as the 
creamery which belonged to one person 
after the commencement of 1949 had by 
the above transaction between a husband 
and wife become vested in appellant, 
s. 20(2) applied, and appellant’s claim 
must be rejected. 


Ont, Jan 18/54 Dismissed 


Checker Radio Taxi Ltd. v. M.N.R. 


Capital Cost Allowances — Radio re- 

ceiving and transmitting equipment in- 

stalled in taxis — Subject to 25% rate 

— ITRegs Sch B, cl. 9(c) and (4), 
cl. 10(a) 


Appellant company, a taxicab operator, 
installed radio receiving and transmitting 
equipment in seven of its cabs, and it 
was its practice on disposing of a cab to 
remove the radio equipment and instal 
it in another cab. In assessing appellant 
for 1952 the Minister would only allow 
capital cost allowances on the radio 
equipment under class 9(c) and (d) wiz 
“radio transmission equipment”, “radio 
receiving equipment that is used in 
conjunction with radio transmission 
equipment”, for which the maximum al- 
lowable rate is 25%, instead of under 
class 10(a) vz “automotive equipment 
... , for which the maximum rate is 
30%, the latter rate being applied to 
the cabs only. Appellant had other cabs 
which were not radio equipped. 


Held (Mr. Fordham), as the radio equip- 
ment was readily detachable and not an 
integral part of a cab as such capital cost 
allowances were properly allowed at the 
25% trate. 


Ont, Mar 17/54 Dismissed 


Home Oil Co. v. M.N.R. 


Depletion Allowance — Oil producing 
company —- Whether depletion calculat- 
ed only on profit from producing wells 
or on net profit of producer from all 
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wells — ITA (1949-50) s. 11(1) (6); 
ITRegs (1949-50) 1201(2) and (4). 


Appellant company was in the oil 
producing business, and in computing 
its income for 1949 and 1950 it claimed 
a depletion allowance under ITA s. 11 
(1)(b) and ITRegs 1201(1) and (4) 
based on its actual profits from each of 
its producing wells, i.e., without deduct- 
ing from the aggregate of such profits its 
losses sustained on other wells, develop- 
ment expenditures and the applicable 
proportion of general and administrative 
expenses not related to the company’s 
producing wells. The Minister however 
would allow depletion allowances only 
on the company’s net profits from all its 
wells, i.e. after deduction of those 
amounts. 


Held (Mr. Fisher), the Minister was 
right and the company’s appeal must be 
dismissed: York Oils Ltd. v. MNR (Mr. 
Fordham) [1953] Tax Rev. 167 fol- 
lowed. 


Alta, Feb 3/54 Dismissed 


Goldman v. M.N.R. 
Trusts G Estates — Direction in will to 
carry on business — Income payable to 
life tenant, remainder to others — Right 
of executors to deduct depreciation in 
computing profits — Whether life ten- 
ant taxable thereon — ITA 1948, s. 
58(4) and (5) 


By his will testator gave the residue 
of his estate to his widow and son as 
executors and trustees to, inter alia, con- 
tinue his partnership in a certain busi- 
ness until his wife’s death and to pay 
her for her life the net income derived 
by his estate from such partnership and 
upon the death of his wife to transfer 
his interest in the partnership to the 
surviving partner or, if he should pre- 
decease the wife, to divide the residue 
of the estate amongst his surviving chil- 
dren. On the testator’s death his execu- 
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tors continued the partnership business 
with the surviving partner, and in ac- 
cordance with the practice of the part- 
nership prior to testator’s death, calcu- 
lated the profits thereof after making a 
deduction for depreciation, the balance 
being distributed to the partners as their 
interest entitled them. At no time were 
any moneys representing depreciation al- 
lowances paid to the wife. In assessing 
the wife for 1949 one-half of the de- 
preciation allowance deducted by the 
partnership in ascertaining its profit for 
that year was added to the wife's in- 
come. ITA 1948 s. 58(5) provides that 
such part of the income of a trust or es- 
tate without any deduction for deprecia- 
tion allowances as was payable to a bene- 
ficiary in a year shall be included in com- 
puting the latter's income whether or 
not it was actually paid, and s. 58(6) 
provides that an amount shall not be 
considered to have been payable in a 
taxation year unless it was paid in that 
year to the beneficiary or he was entitled 
in that year to enforce payment thereof. 


Held (Mr. Fordham), the trustees of 
the will had the right to deduct a reason- 
able depreciation allowance in comput- 
ing the profits of the partnership busi- 
ness, and having done so the beneficiary 
could not successfully demand payment 
to her of funds set aside by the execu- 
tors for depreciation. As the wife 
neither received any of such moneys nor 
was entitled to enforce payment to her 
of any such moneys, she was not charge- 
able to income tax in respect of them. 
Re Crabtree, Thomas v. Crabtree (1912) 
106 L.T. 49; Re Rose [1940] 1 DLR 
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139 (N.B.); Re Robertson 
OWN 332, applied. 


Sask, Nov 3/53 


[1951] 


Allowed 


Flynn v. M.N.R. 


Trusts and Estates — Life tenant or resi- 
duary legatee in usufruct — No right to 
capital cost allowance re estate income — 


ITA (1951) s. 58(5), (6A) 


Under his wife’s will Flynn was the 
residuary legatee in usufruct of her prop- 
erty for his lifetime, and her children 
were bequeathed the bare ownership with 
rights to the property after the usufruct 
came to an end. Flynn was also executor 
of the will. In 1951 the income from 
the estate was $4,258. Flynn, however, 
reported only $2,369 as his income there- 
from, asserting a right to a capital cost 
allowance of $1,875 on the depreciable 
assets of the estate The Minister dis- 
allowed the deduction claimed. ITA s. 
58(5) provides that the income of an 
estate without any deduction for capital 
cost allowances shall be chargeable to the 
beneficiaries to whom it is payable, and 
s. 58(6A) provides that a beneficiary 
with a contingent or absolute right to the 
property of the estate in the future is 
entitled to such part of the capital cost 
allowances as the estate may allot him. 


Held (Mr. Fordham), appellant was a 
residuary legatee in usufruct without right 
to any part of the property of the estate 
in the future and therefore was barred 
by s. 58(6A) from any claim to capital 
cost allowance. 


Que, Jan 12/54 Dismissed 





